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INTRODUCTION 


In this book we set out to consider the problem of long-run 
development of Indian economy and see what role can inter- 
national economic relations play in it It is, therefore, imperative 
to consider first the phenomenon of the process of growth m 
the institutional and the economic set up of India The role 
of international relations can be discussed only if we know 
how the economy really develops and what are the prime movers 
of economic development in a society like India Various eco- 
nomic models have been constructed to describe the process 
of economic growth The art of model building lies in selecting 
some of the more important variables of the economic system, 
which act and react upon each other, and find out the functional 
relationship between them This means that the variations in 
these carefully chosen variables, indeed, would lead to the 
behaviour of the system m a desired way The usefulness of a 
model lies in us depicting the framework of reality with the help 
of a few variables We shall, therefore, examine as to which 
one of the growth models or a combinaton of them describes 
the functioning of Indian economy and can give an insight 
into the process of growth This will be done m the first chapter 
These growth models have been propounded, in the first 
instance, to describe a closed economic system Since our object- 
. we 1$ to consider the impact of international economic relations 
on the Indian economic development, we shall also have to 
consider the question of economic development m its wider 
perspective to find out the effect of international relations These 
relations can be broadly conceived m two ways, namely, by 
considering the question of foreign trade not only in the static 
setting but also from the point of view of the dynamics of growth 
and expansion or otherwise of foreign trade of India, and the 
role of the flow of international capital both as direct grants 
and loans from private or intcr-govemmental agencies We 
would be required to consider the question of international 
trade versus autarchy and the question of international flow 
of capital These would form the subject matter of the second 
and third chapters, respectively 



2 INDIA'S ECONOMIC DEVELOPMENT 

All this Would give us a theoretical framework and provide 
a clue to the understanding of the real problem This theoretical 
discussion will have to be substantiated by what has actually 
happened m India We would concentrate our attention on the 
period of economic planning Analytically, this is not a very 
sound proposition because this period is too short to give us 
the clear perspective of the relationship between economic 
theory and ns application, yet we have our choice of this because 
the real efforts at national economic development started 
only after Independence And it is in this setting that we really 
want to understand the role of international relations m matters 
of economic development Wc would, therefore, try to give 
a brief sketch of what has happened during the planning period 
in the domain of mternadonal economic relations, how it has 
influenced the pattern of growth and what prospects does it hold 
for the future 



CHAPTER I 

PROCESS OF ECONOMIC GROWTH 

We propose (0 examine in this cliapter some of Che models 
of economic growth in relation to the functioning of the Indian 
economic system It must be pointed out m the very beginning 
that a model does not describe the reality in all its complexities, 
but is only a snapshot of the reality Thus its usefulness lies 
in understanding the broad perspective rather than the actual 
complexities It does not mean however that all models which 
have been constructed are useful or they are useful under all 
circumstances Some of these fail even the test of broad appli- 
cabilty sometimes and then they are no good as models, often 
very many of them are true only under certain circumstances 
and arc incapable of exhibiting the real phenomenon m differ- 
ent economic and social set ups We propose to consider 
broadly three types of models models of the Keynesian 
system, those related to the Marxian system and those which 
are related to the much too neglected Schumpeterian system 

GROWTH MODELS RELATED TO KEYNESIAN 
ECONOMICS 

The most important models of this type are thcHarrod Domar 
models of growth, or their varieties The simple postulate on 
w hich these are based is that the rate of investment leads to not 
only the creation of income but also the creation of capacity and 
when capacity of a certain magnitude has been created national 
income should increase to such an extent as to fully absorb it 
In these models the rate of the increase of income has been 
considered to be proportionate to the rate of increase of invest- 
ment In simple mathematical terms if a is the rate of net invest- 
ment (that fraction of net national income which has been 
saved) and fi, the ratio of the increase of net national income 
to the net investment associated with it per unit of time then 
the rale of the increase of income would be oP If ihe rate of 
increase of income is indicated by 3, the equation indicating the 
growth of mcome would be 3— <r6 
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Simple as this model is, it sometimes leads to misunderstanding 
unless some broad implications are clearly understood First, 
the coelflcienl /3 (wbch is the inverse of the marginal capital 
coeflicient) has been considered both in its behaviounstic and 
technological aspects The behaviouristic relation indicates the 
behaviour of the entrepTeneuiia\ ^ss m that the increase in 
investment is via accelerator related to the increase in the level 
of income, and the technological aspect indicates the input- 
output relation under a given technological condition Secondly, 
the principal role m the models is played by capital and labour 
stays behind This has been done with the plea that m the case 
of the developed countries capital is the most important factor 
of production, and in the case of the underdeveloped countries 
it IS the lack of capital which is the greatest bottleneck to the 
process of economic development Domar has m fact gone 
to such an extent as to suggest that the coeiUcient /? should be 
considered not as a function of capital but as associated uilh 
capita!, which would mean that ihe input of labour has already 
been taken into account when (he eflect of the input of capital 
IS taken into consideraiion This leads to ihe third implication 
of the model which assumes (he production function of a certain 
type It takes for granted that when increased investment leads 
to the growth of capacity either ihe labour power increases or 
the labour becomes more efHciem or the technique of production 
changes or any variant of the three takes place so that the increas- 
ed capacity is made possible 

Some variants of the model try to take account of the increase 
in labour force by deducting the rate of the increase of popula- 
tion from the total rate of growth to find out the possible net 
increase in the level of income If r indicates the rate of growth 
of population, then the rate of increase of income would be 
indicated by the following equation 

It may be seen that even this simple equation throws const 
dcrablc light on the process of economic growth of an underdeve- 
loped economy For instance it shows that given the rate of net 
investment the capital coefikient and the rate of increase of 
population, the rate of development of Ihe economy can be 
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delcrmmed It also shows that givea the rate of development 
of the economy, the rate of net investment and the capital co- 
efficient, how much increase of population can be absorbed into 
the economic system It can further show that, given the desired 
rale of development, rate of net investment and the rate of 
growth of population, what kind of technology will have to be 
adopted to give the consistent capital coefficient required 
And finally it can show that given the rate of increase of popu- 
lation, capital coefficient and the desired rate of economic 
growth, how much net investment will have to be pushed to make 
it consistent with the process of growth 

It may be noted that this equation was used in the First Five 
Year Plan to determine the possible rale of growth in India 
The rale of investment, the capital-output ratio and the rate 
of growth of population were considered to be the mam deter- 
minants m finding out the possible rate of growth For instance 
the Planning Commission says 

In estimating possible rates of development m India, what 
they would involve in terms of effort required and what they 
would achieve, there arc two or three major factors to be 
taken into account The proportion of the addition to 
the national income m each period which is decided to plough 
back IS (thus] one of the major determinanls of the rate of 
deselopment But this proportion cannot itself be fixed in 
given situation without reference to rwo other factors These 
are (a) the rate of growth of population, and (f>) the increase 
in national output, and income likely to follow a given in- 
crease m the capital stock * 

It estimalcd that the rate of growth of population would 
continue to be at the rate of about I J per cent per annum and 
that the capital-output ratio would be 3 1 With these assump- 
tions It tried to find out the possible rales of growth of the 
economy and the necessary rates of investment needed for such 
rates of growth It started with a national income approximately 
of Rs 9,000 crores in 1950-51 It then argued that if the country 
wanted the national income to be raised by over 160 per cent in 
* Government of India, Planning Commisston, The First Fi\e Year Plan, 
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about twenty-two years and the per capita income doubled, 
capital formation w'ould have to be stepped up from the very 
beginning to as much as two-thirds of the additional income 
each year On the other hand, if capital formation was raised 
more gradually, say by 25 per cent of the additional income in 
each period, the rate of the growth would be rather slow, in 
twenty-two years it will rocicasc only by 80 per cent and the per 
capita income even less It was, therefore, decided that the 
capital formation should be somewhat less than Iwo-lhirds but 
more than a quarter of the additional income to achieve a 
sizable increase in income U estimated a rise of about 20 per 
cent of the additional income in the capital formation dunng 
the First Five Year Plan, and an amount equal to 50 per cent 
of the additional output from the year 1956-57 onwards This 
would raise the rate of savings in proportion to the total national 
income from 5 per cent m 1950 51 to 6| per cent in 1955*56, 
to about 11 per cent m 1960-61 and to 20 per cent by 1967*68 
Thereafter it would continue to be 20 per cent of the total nation- 
al income On such calculations u estimated that the per capita 
income would be doubled in about twenty-two years ' 
Although the Planning Commission was careful to point 
out that the figures were “intended to indicate only broadly 
the implications in terms of eflbri and return m terms of alter- 
native courses of action*’, yet a great reliance on the part of 
the Commission can be discerned on the variables mentioned 
above in the growth model Certain implications of this faith 
were. I think, not fully realized For instance it was not realized 
that the constant capital cofficient of 3 I was a very bold 
assumption specially in view of the fact that agriculture was 
given lop priority in the First Five Year Plan The input-output 
relation, which can be fairly approaimaiely determined in other 
sectors with some certainly, »s very difficult to be determined 
in agriculture because there at least one input that is climate, 
IS very uncertain A favourable monsoon in India can change 
the capital-output ratio in favour of the economy and vice-v ersa 
It has been very aptly remarked that the input output relation 
IS like a cook-book in which definite magnitudes of various 
inputs combined together are likely to give a defmnc result 
In agriculture, although the cook-book is there the oven on 
’ cr Ibid . pp lo-jj 
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which the food js cooked is very uncertain, and it might Jead 
to enormous sanation in results Facts show that the mistake 
was not realized even after the First Five Year Plan was evaluat- 
ed The fact that the total expenditure was less than that pro- 
jected for and the targets achieved more than anticipated was 
actually not a matter for congratulation It should have been 
realized that the calculations were wrong somewhere and the 
greatest probability was in the unrebability of monsoons 

The Second Five Year Plan was started with great satisfaction 
that the First Five Year Plan was a success and that a bigger 
and bolder programme of economic development specially in 
building up the base for industrial development could be started 
This turned out to be a fallacy as was later on seen m the food 
shortage since the beginning of the Second Five Year Plan which 
is one of the most important reasons for the balance of payments 
di/Sculty 

In fact, the concept of capital-output ratio as applied to the 
whole economy is a misnomer There are different composi- 
tions of capital, in the micro-economic sense, in vanous sectors 
and sub-sectors Then there is the great difficulty in this concept 
especially m regard to a country like India where a great pro- 
portion of the economy is a subsistence economy or has only 
recently entered into very simple exchange economy Finally, 
there is the difficulty m relation to the dynamic conditions 
The process of growth is inevitably associated with the change 
of technology and as such the capital-output ratio through 
time IS bound to change 

Another difficulty about this model of growth lies m its bold 
assumption that the full capacity use of capital will automatically 
lead to the full employment of labour It is by no means neces- 
sary that the first should lead to the second Hamberg has 
sugeested^ that it is useful to write a as the coefficient of the 
required rate of growth which is defined as the ratio between 
the full employment growth rate and the full capacity growth 
rate It can be wntten as 0 =-^ where £ stands for full employ- 

ment grow eh rate and V for the faH capacely growth rate When 
a IS I the two rates of growth will be equal to each other This 

•Sec D Hamberg ‘ Fotl Capacity Full Employment Growth 
T/ie Qiiarirrh Journal 0 / Eearmmct IW2, pp 4-tl 9 
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would be the ideal growth pattern But when a is greater than 
1 the foil eiDployment rate of growth will be greater than the 
full capacity rate of growth In tins case the full capacity rate of 
growth will not be sufficient to utilize fully the increased labour 
supply and consequently a secular increase in the labour supply 
will lake place There would be something like the Marwao 
army of the unemployed labourand this would grow at an increas- 
mg rate even when the growing capital is fully utilized But 
even this re formulation of the Harrod Domar growth model 
IS incapable of giving full insight into the problems of an cco- 
nomy like India The great amount of underemployment which 
exists in our economy can be taken care of through this re-formu- 
lation But the greater amount of unemployment which results 
through disintegration of the subsistence economy, with the 
process of growth, and which increases even without an increase 
of population, cannot be fully explained and taken care of in 
this model ^ 

Nevertheless the model as it is can provide some useful ideas 
about the process of economic development For instance, 
It emphasizes the importance of the accumulation of capital in 
the process of economic growth It also suggests that a rapid 
increase in population is a great hindrance to our economy 
in the process of economic growth, because the higher the 
rate of growth of population the greater will have to be the 
deduction from the gross rate of growth of income to find 
out the net position Even these ideas have got to be carefully 
scrutinized The accumulation of capital m an economy 
like India should be used tn a wider sense of the term to 
mean not only the material capital but also the human capital 
But human capital cannot be easily aoiumulatcd without a lot 
of investment in human beings which presupposes a certain 
degree of development This therefore blurs the distinction 
between capital as an independent vanable and development 
as a dependent vanable Both of them might act and react 
upon each other As Bauer has suggested ii is more appro 
pnate to say that capita] is accumulated through the process 

‘ Raj has shonn that this type of tmemploymeni is ihe most important 
one from the point of view of an economy like India cy K N Raj Employ- 
mem Aspects of Ptarmmg w VoAerdnele^ed Eeonomies yiaiiooal Bank of 
Egypt Fihieth Anniversary ConuDemmlion Lectures (Cairo I9J7) pp 6-9 



PROCESS OF ECONOMIC GROWTH 9 

of growth rather than to say that economic development is a 
function of accumulation of capital ® 

>}AHALANOBI5 tfODEL 

An important vanely of the Harrod-Domar model is the Maha- 
lanobis model which takes into account the division of economy 
into two sectors the one called K, producing investment goods 
and the other, C, producing consumption goods The total 
net investment has been divided into At to increase the produc- 
tion of K sector and Ar for the production m C sector Xt and Xe 
are the fractions of the total investment so that Ai+\c=l 
Mahalanobis uses as the rate of investment and p the ratio 
of increment of income generated to the total net investment 
of the economy In the iwo-seclor model, can also be con 
sidered in relation to sector K and C, pt indicating the ratio 
of the nKcement of income to imestment tn the A' sector, and 
fit indicating the ratio of increment of income to investment tn 
C sector The overall /? would then be equal to xt^i + \{Pt 
It can be seen that the ratio of total income to the income 
generated in sector K can be written as 


If the output of sector K at the end of penod zero is unity, 
then in period 1 it would be /C=H-A»^t In period I the out- 
put would be (l+Ai^iV and the increase in output in sector A 
would be (H-Ai^i)'— 1 

If Xg js the initial imestmcnt the increase m output would 
be A,{(l4-A»/’iV-l} 

Mahalanobis has defined the rate of investment as the ratio 
between the value of output of the investment goods and the 
national income It would mean lhat the value of output of the 
investment sector will be equal to the rate of investment mul- 
tiplied by the level of income and hence 

— can be written as yoeayi+XiPiV — 1} 

This gives us the macmlude of increase in sector A If we mul- 

*PT Bauer, Economic Anatysa end Policy in Lnderdeieloprd Coumnes 
(Durham, N C and London, 1957) p 119 
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liply this by or taUo of total jncome to tnc income 

^ ^ ^ MPt 

generated in sector AT then we would get an increas“ in tola! 
output which would be 

Income in year t would be 


Yt= n[l +A* }I 

In this equation expression indicates that higher 

XSpi! 

the value of At the smaller would be the ratio of total income 
to the income generated m sector AT But ttus higher increase in At 
would lead to a greater total output of A'aod since the output of /fin 
a period t would be(l 4- Xi/Ji) t the very high Xi indicates that level 
of income wouldafter a certain time increase at an accelerated rate 
Thus the basic result of such a formulation ts that in the 
long run the rate of development of the economy would be the 
function of the increasing rate of investment and that the h ghee 
the rate of investment the lower would be the income generated 
in the short run but the greater would be the speed at which 
the income will increase afler a cniical period This equation 
in a way re formulates the famous reroaiks of Boehm Bawetk 
that the roundabout methods of production have both an advan 
laec and a disadvantage Their advantage lies in the fact that 
they are more productive but they are disadvantageous in that 
they arc lengthy and the greater productivity is achieved only 
afier a lapse of time The implication however of this state 
ment is obvious in that the greater the loundaboutness of il^ 
method of production the greater must be the provisions already 
at hand out of which the factors of production arc remunerated 
not only m the monetary sense but in the real sense as well 
To make it more explicit there must be enough supply of food 
and other consumers goods available by which the factors 
of production can be sustained 

Mahalanobis seems to have realized at least partly this 
implication when he suggests that \n India the correct pobey 
IS to increase both consumption and investment * He says the 


* C/ Sankhya {The Jruian Jourtuil of Sum Cl) Vol 16 parts) and 2 
pp 13 16 
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increasing inscstmcni in sector A would generate new purefus- 
ing power and hence new demand for consnmplion goods would 
be created This new demand, according to him, can be satisfied 
by insestmg whatc\cr is left of total national capital into the 
small-scale industries which will produce goods to match the 
increased demand through inscstmcnt in heavy industries But 
this presupposes a very clastic supply of agricultural produce to 
which Mahalanobis does not pay attention presumably because 
he also thinks that the First Five Year Plan has already fulfilled 
that condition But these assumptions turned out to be false 

Other implications of this model of grow ih may also be noted 
specially because Mahalanobis is very parlieuhr to point out 
that the operational model which he has formulated is designed 
specially to meet the requtremems of India and that it would be 
•only by chance that it may be of some use to other countries ’ 
A model of this sort must be based on assumptions which arc 
at least approximately correct in the ease of our coimiry 

The first assumption which seems to be essential for this 
model IS that the supply of labour is infinitely clastic and as 
such cannot create a bottleneck so far as the productive structure 
IS concerned Apparently, it is a fairly reasonable assumption 
under Indian conditions where the problem of under cmpoly- 
ment and unemployment is so acute But. paradoxical though it 
may Seem, m fact, the assumption of infinitely clastic labour 
supply jn India is not at all correct The paradox disappears 
if we recall that the labour supply which is needed for the pro- 
ductive structure of a country is not just the surplus human 
power, but skilled well-trained di$ci{dincd and well settled 
•c/iie of labour and managerial skill No one can doubt that 
a lot of capital has to be invested m the human beings before 
such a supply of labour may be fortlicoming Zakir Husain 
in his lectures on Capitalism,® pointed out this appanint contra- 
diction between a lot of surplus human power and the scarcity 
of industrial labour power which wms realised at the time of 
the Industrial Revolution in many of the Western countries, 
and that this contradiction could be resolved by looking into the 
eduraiionaj and sociaJ bactgnujflds which were needed for ihe 
industrial development of a country 

’ Ibid p 6 

*Zakic Husain, Capitalism An Essay in Understanding (Delhi. 1948) 
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The second basic assumption which is needed for the fulfil- 
ment of the model is that the penod of gestation is the same 
in all the sectors Now this assumption can hardly be true in 
India or for that matter in any other country of the world 
But this might be considered a simplifying assumption insofar 
as the various periods of gestations can be taken account of 
by different weights to various sectors The greater the speed 
of production and circulation of capital in a certain sector, the 
greater would be the effectiveness of capital and the greater would 
be the capital, from the practical point of view, available for 
rotation [An inquisitive reader can be referred to the interesting 
chapter in Marx’s Capital (Volume HI) on the “Different Periods 
of Rotations of Different Capitals” J Viewed m this way it is 
realized how useful can it be for a country like India to find 
out those areas of employment of capital where capital can 
circulate at a greater spe^ so that jt may become more effective 
and give quick tesuUs One wonders whether possibilities cannot 
be explored where old machines taken on half or less than half 
the price of the ongmal can be used with great advantage because 
they lead to the rotation of capital at a greater speed 
The next assumption also a simplifying one, is that the tech- 
nique of production between the periods zero and t does not 
change This is a very heroic assumption if we consider the 
long term period of growth for which the model has been design- 
ed In fact It IS very difficuk to introduce into a simplified model 
the change in technology Domar found this task very difficult, 
Harrod evaded the difficulty by assuming a neutral technological 
change and thus the real problem of a developing economy 
was left behind Wc shall have occasion to sec how Schumpeter 
based his model of the growih of a capitalist economy on 
technological change Marx found a great compulsion for the 
capitalists to go on ruthlessly changing the method of produc- 
tion In a country like India which is on the way to progress 
a model of growth without technological development cannot 
claim to take us very far This is borne out by the fact that since 
the Planning Commission of India did not consider the capital- 
output ratio of any fixed magnitude m the long term calcula- 
tions It has been changing the value of the coefficient though 
again it has made a mistake vtt considering an overall capital- 
coefficient of ihe economy 



PROCESS or ECONOMIC CROWTII 13 

One \cfy specific assumption which Mafulanobis has made 
IS that A has been divided into a* and a arbitrarily Trom the 
point of view of Some desired rate of growth and that it is kept 
constant in between the periods zero and / It is based on the 
reason that the long term rate of growth depends on the greater 
investment in the producers* goods industries rather than in 
consumers' goods industries Mahalanobis here misses the essen- 
tial point that the long term rale of growth depends on greater 
and greater production of investment goods and not on greater 
investment as such And this greater production of investment 
goods can forthcome from the greater and greater surplus that 
IS to say, production over coitsumpuon of goods which can be 
made available from the consumers’ goods sector 

We discussed Mahalanobis's model and its implications in 
great detail because that happens to be the operational model 
on which the Second Five Year Plan has actually been based 
The first three objeemes for instance of ihe Second Five Year 
Plan are laid down as 

(a) a sizable increase m national income so as to raise the 
level of living in the country, 

(b) rapid industrialization svith particular emphasis on the 
development of basic and heavy industries and 

(c) a large expansion in employment opportunities » 

It was realized that any significant increase in the national 
income cannot take place wjihoul increasing the investment 
goods, and if the industnalization were to be rapid the country 
must aim at developing basic induslnes which make machines 
to make the machines needed for further development Now 
this is the emphasis on the greater and greater roundaboufness 
of production which would indeed increase production in the 
long run but would also entail a sacnRce in the sense that less 
and less consumers' goods would be available in the short run 
Partly this deficiency of consumers’ goods was to be made good 
through directing more and more labour to the collage Indus- 
trie, which was simultaneously expected to create the employ- 
ment opportunities and produce consumers' goods — thus fcuTing. 
so to say, two birds with one stone, namely, on the one hand 

‘ Second Fue Year Plan p 24 
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solve the problem of unemployment and on the other produce 
consumers' goods which could match, the increased demand 
by those employed in heavy industries 
This, however, presupposes two basic developments to have 
taken place Firstly, that there was enough of increased food 
production for all to consume, and secondly that enough human 
capital was available in the sense that there was no scarcity of 
skilled labour and management and that the exchange economy 
was all-pcrvading in the country None of these basic require- 
ments were fulfilled The first has already proved to be a bottle- 
neck, the second would, [ think, become a problem in future 
If Mahalanobis were to view along with the members of the 
Planning Commission with great satisfaction the achievements 
of the First Five Year Plan, it would surely have been a mistake 
but of a lesser magnitude In fact he has gone to such an extent 
as to consider that the deficiemgr of the food supply which has 
led to the difficulties of the foreign exchange could also be 
solved by means of industrialization For instance in an article 
entitled “Foreign Exchange Problem and Planned Develop- 
ment”, he gives a numerical example of various methods of solv- 
ing the difficulty of food problem from direct import, to direct 
production of the machines which would increase food pro- 
duction And then he concludes 

To sum up ici order to feed the fresh additions to the popu- 
lation at the rate of 5 million persons a year, it would be 
necessary to provide an additional quantity of 700 000 tons of 
food grams every year which would require Rs 450 crores 
of foreign exchange over a period of five years The cost can 
be reduced to Rs 135 crores of foreign exchange m a five 
year period if an additional quantity of 350,000 tons of ammo- 
nium sulphate IS ordered from abroad every year at least 
two years in advance of the crop season The cost can be 
further reduced to Rs 100 crores (out of which the foreign 
exchange component would be Rs 60 crores) over a five year 
period if a new fertilizer factory of 350,000 tons capacity is 
started every year , this would call for decision four or five 
years ahead of the crop season concerned The operational 
cQst of a heavy machine building factory which would manu- 
facture machinery m India to install every year a new fertili- 
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lizer factory of 350 000 Ions capacity uould be, however, so 
small as Rs IZcrorcsorRs 15 crorcs wjih a foreign cxcliange 
component of perhaps Rs 8 or 10 crorcs Such a decision 
mil have to bemadeonlj oncebul aghl or ten years in advance 
of the season in which the fertilizer would be used 

Strange enough that even after pointing out tliat “such a 
decision will have to be made only once but eight or ten >ears 
m advance of the season m which the fertilizer would be used 
1 C does not occur to iMahaianobis what would happen during 
these eight or ten years People cannot go on without food for 
eight or ten years just because the foreign exchange component 
of the machines producing the machines for fertilizers w'outd be 
only Rs 8 or 10 crorcs And here that disadvantage of Boehm 
Bavverk manifests itself that the roundabout methods arc lengthy 
and provision has got to be made for the consumers’ goods 
during the period which elapses between the installation of 
roundabout method of production and its results m terms of 
final commodities 

Various steps of Mahalanobis’s model can be considered 
thus in the first instance a certain rate of growth has been 
considered as desirable and for that purpose the total investi 
ble amount has been so divided that it leads to that rate of 
growth Secondly, since the rate of growth considered desirable 
IS Co be reasonably high it can be achieved by the production 
of more and more investment goods TIus has been considered 
feasible by applying the most modern and intensive technique in 
branch AT, I c the sector producing producers’ goods But lastly, 
investment in branch K is bound to lead to extra purchasing 
power and increased demand for consumers’ goods which are 
supposed to be produced with simple techniques requiring 
whatever little capital is left after employing it m sector K, and 
employing more and more labour in these cottage industries 
In this way the problem of increased investment and increased 
consumption has been considered simultaneously and the balance 
has been supposed to be established between the branches A 
and C 

However, from the point of view of long term problem of 
growth this situation may not give nse to the optimum results 
* Cf Asian Studies, January 1959, p 13 
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Because, m the first instaace theproduction of investment goods 
depends on the surplus whwh can be generated in the con 
sumers’ goods sector This may not be of any great magnitude 
if the consumers’ goods industnes are having the least develop- 
ed techniques Secondly, the balance between the demand from 
the pfoducers’ goods section and the supply of the consumers’ 
goods section may not be as much as anticipated The question 
of the techniques adopted in different sectors of the economy 
IS not independent of the division of mvestment in the branch- 
es K and C The maximum possible cate of growth will depend 
on the maximum possible surplus which can be generated from 
branch C Thus if we want the maximum possible rate of growth 
we cannot start from an arbitrarily chosen desirable rate of 
growth leading to the arbitrarily chosen division between the 
branches K and C Rather we will have to start from the other 
end and find out the maximum possible rate of growth which 
can be attained by adopting certain techniques with a certain 
investment simultaneously determining the division of invest* 
ment between the branches K and C Bui this brings us to the 
Marxian model in which very great emphasis has been laid 
on the investible surplus and how it may lead to expanded 
repcoduction 


MAKXlAN MODEL 

Marx has divided the whole of the economy into two sectors 
namely, Department I producing the producers’ goods and 
Department I( producing the consumers’ goods In both these 
Departments the vanable capita! (capital spent on labour) gives 
nse to surplus value but some constant capital (that is, capital 
invested in machinery, raw matenal and equipment) is needed 
to extract surplus value from the vanable capital The constant 
capital c IS supposed to reproduce itself and not more The vari- 
able capital V not only reproduces itself but also creates surplus 
value s On the supposition that the vanable capital creates cent 
per cent surplus value Marx has laid down the condition of 
the Simple Reproduction as follows 

Department I 4000 c-blOOO r-HOOO 5=6000 means of produc- 
tion 



PROCESS OF ECONOMIC GROWTH J 7 

Department 11 2000 c+500 »+500 J— 3000 articles of con- 
sumption 

in which I v-f5=II c This means that the labourers who get 
remuneration for their work »n the production of producers’ 
goods in Department I spend their incomes on the purchase of 
consumption goods produced in Department II Similarly the 
capitalists of Department I spend their surplus \aluc on con- 
sumption goods produced in Department II The exchange 
between II v and H s is effected in Department II itself, and 
the wages of the labourers and the surplus value of the capitaLst 
in Department II are spent on consumers goods alone The 
exchange between the capitalists of Department I m the matter 
of 1 e IS purely technical and 1 $ not important from the point of 
view of disbursement of income of either the labourers or the 
capitalists 

The process of accuraulatioo in the Marxian sv$tem resolves 
Itself into a positive rate of saving by the eapitabsts out of the 
surplus value and us re conversion into capital on a progressively 
increasing scale Under simple reproduction the essential con- 
dition of equilibrium is Iv+r«llr Under the process of accu- 
mulation and consequently reproduction on an enlarged scale 
this condition cannot be fulfilled because a part of the surplus 
value in Department I must be expended on the constant capital 
of Department I rather than on Departraeni JI Therefore, in 
the process of Expanded Reproduction Ii’+s would always be 
greater than Hr 

Department I 4000o+1000»’+I00Ctf=6000 1 
Department II 1500c-l- 376v+ 376 j*=2252 I 

In this illustration because a part of s (in this case 

}) IS assumed to be expended on (he additional constant capital 
of Department I In that case lOOOv+SOOs (the portion of sur- 
plus value which is spent as revenue) is equal to Uc 

The figures can also be manipulated in such a way that the 
total production of Departments I and 21 remains the same, 
that is, 8252 and yet Iv4-r=llc in which case it will be the repre- 
sentation of Simple Reproductron as shown by the following 
numerical example 
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Department I 4000 c+875p+875j = 5750 \ 

Department II 1750tr+376v+376» = 2502 I 

It IS clear that under reproduction on an enlarged scale it is the 
process of accumulation that is, ploughing back a part of surplus 
value into constant capital which is of fundamental importance 
The morale of this model lies m two facts, namely, that the 
process of accumulation and consequently the expansion of 
the economy would be facilitated and under a capitalistic eco- 
nomy It would be achieved by keeping the consumption of 
labourers as well as the capitalists at a minimum And that the 
greater the surplus which can be generated the greater will be 
the rate of accumulation These two facts are so simple and 
obvious that one finds it difficult to understand how anybody 
can overlook them Yet they are often overlooked The second 
fact has been overlooked by Mahalanobis »n his model of growth 
already examined The first factor has been completely neglected 
by the Planning Commission m laying down specifically as one 
of the objectives “reduction in inequalities of income and wealth 
and a more even distnbuiion of economic power”,” and making 
the Second Five Year Plan an attempt towards attaining higher 
standard of living in the country Presumably, this has been done 
keeping m view the wide perspective of a socialistic pattern 
of society which has been decided lobe themam line of approach 
The fact, however, cannot be ignored that in the history of 
the capitalist world no country has developed without keeping 
the wage level at the minimum and even in Russia, which has 
experienced a century later the process of economic growth 
under very different social and institutional set-up, they could 
progress only by keeping the level of consumption of the work- 
ing class exceedingly low 

A socialistic pattern of society is a very fine objective but 
It has to be achieved under Indian circumstances Certainly it 
does not mean equal distribution of income at the very beginning 
of the developmental process The Pnme Minister m a speech 
at an informal meeting of the All India Congress Committee 
on ll May 1958 has very aptly pointed out 

Socialism to some people means two things one, distribution 
•> Planning Commission Second Fne Year Plan p 24 
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which means cuttini' off ihc pockets of the people who have 
too much money and, second, nationalization Both these 
arc desirable objectives, but neither is by itself Socialism Any 
attempt to distribute by affecting the productive machinery 
IS utterly wrong To do so would be to vveaken ourselves 
The basis of Socialism JS greater wealth There cannot be a 
Socialism of poverty Therefore, the process of equalization 
has to be phased ” 


BCrTtLIICIM’S MODEL 

An important variety of the hfarxian model of reproduction 
IS the Betlleheim’s model of expanded reproduction which has 
structural similarity with the model of Mahalanobis and is 
based on the Marxian concept of surplus Beitelhcim starts 
With the assumption that the ultimate aim of all economic 
planning is the rise in the standard of living which results from 
the increased productivity of labour. According to him, 
employment per sc cannot be considered as an objective of 
economic planning unless it is accompanied by rising produc* 
livity He argues that if the productivity of labour increases 
then it would itself, vio increasing the surplus to be employed 
in produclJon, look after the problem of vTiemp]oyment The 
surplus m consumption sector C can be found out by deducting 
the wage per man year from the gross productivity per man 

” C/ ^lCC£cwiomicIlry/m’,Voi X. No 2, IS May 1933, p 4 Asngards 
nationalization he adds ‘ Secondly, there is the question or Nationalization 
I think It IS dangerous merely to nationalize something without being pre- 
pared to work It properly To nationalize we have to select things My idea of 
Socialism is that every individual in the State should have equal opportunity 
for progress I do not at all prefer Slate controlling everything, because I 
attach a value to individual freedorn 1 do not want State-Socialism of 
the extreme kind in which the State is all powerfuJ and governs practically 
all activities The State is very powerful potiticatly If you are going to make 
It very powerful economically also, it would become a mere conglomeration 
of authority 

' I should, therefore, like decentralization of economic power We cannot 
of course, decentralize iron and steel, and locomoines and such other big 
ladustrtes But you caa have s/naJU uoits of utdi/sitirs as far as possible on 
co-operative basis with State control in a general way I am not at all dog 
matic about it We have to learn from our practical experience and proceed 
in our own way ' ’ 
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year and multiplying it with the total number of people employ- 
ed m the consumption sector If S’, stands for surplus m con 
Sumption sector, £, employment in consumption sector n 
for gross productivity pet man year in consumption sector and 
Uf wage per man year in consumption sector, then surplus in 
consumption sector can be wntten as 

St=E, ivc-w,) (1) 

This relation can also be written as 

( 2 ) 

When p indicates ~that i$ ratio between the productivity and 
wage per worker 

In a two sector model where workers m the investment sector 
(branch J) can get their consumption demand satisfied through 
the excess of production of the consumption sector over its own 
consumption the employment in branch / (£,) will be governed 
by the surplus in the consumption sector and it can be written 
as 


Ei=E ipf-l) (3) 

This relation explicitly indicates that employment in the invest- 
ment sector will depend upon the surplus which can be generated 
after consumption in the consumption goods sector, and that 
the greater the surplus the greater the possibility of expansion 
of the investment sector which in us turn would lead to greater 
and greater development of the economy 
For the sake of simpliaty Beitelheim argues** that the total 
consumption of economy takes place only as a result of employ- 
ment in branches J and C As a matter of fact however, the 
consumption takes place apart from these sectors by the non- 
working classes and the Government (in the form of soaal 
services) If £, stands for such consumption then it has to be 
deducted from the total surplus in the consumption sector 
“ C/ Charles Bettelheim Sfuil fs in ihe Tteory of Planmnf (Bombay 1959) 
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to find out the possible employment in the investment sector, 
and Relation (3) will have to be wnttcn as 

(p.-l)-f. . (4) 

Bettelheira, however, mentions this relation by the v,ay and 
proceeds to analyse further with the help of the more generalized 
Relation (3) This has some important implications, and the 
neglect of this relation might lead lo some significant results 
for an economy like India The minus sign before E, indicates 
that the expenditure on services is only a liability on the economy 
But the fact cannot be neglected that in a country like India 
expenditure on properly chosen services (which is nothing else 
but the expenditure on human beings and forms human capital) 
can bring about an enormous increase in the productivity per 
worker And if as a result of expenditure on the magnitude 
of pi increases more than proportionately, the total surplus 
and hence the potential growth of investment sector will increase 
rather than dimmish Hence it is a great mistake to neglect this 
relation altogether 

However, to satisfy the conditions of Relation (3) an equi> 
libnum condition for a two sector model can be written as 

5,£.+ 3,E,-i( (5) 

when 3 stands for the ratio between the investment required per 
worker to the earnings (ot consumption when both are assumed 
to be equal as m this case) per worker This is almost the same 
as Marxian organic composition of capital (that is, ratio of cons- 
tant to variable capital), and K stands for the fund available for 
investment in constant capital This fund is the result of the 
previous productive process and is available at the end of the 
period of production for allocation between the two branches of 
production 

Under conditions of full utilization of productive capacities 
the following relation will be fulfilled ' 

(<5) 

when P stands for the new gross product due to the given increase 
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in employment in the two sectors and the given level of produc- 
tivity in each one of them The possible level of productivity in 
each one of them •will depend on the techniques chosen 
Since Pis the sum total ofPj ^ndP,. we can write 

P<=P.p, (7) 

P,=E,p, ... ( 8 ) 

Following Mahalanobis, if Ai ttnd Xc stand for the portions 
df K allocated to branches J and C so that A.4-A<=1. then v.e 
can write 


El =-Kx, . (9) 

and Zc E> ^Kx, ■ (10) 

From the relations (9), (5) and 0), we have 


Sv 






(P-1) 

<p.-l) + 3 


01 ) 


and from the relations (10) (5) and (3), we have 


Af— 


8i (P.-1)+?. 


( 12 ) 


From the relations (7), (6) and 0). we can deduce the rale of 
additional gross investment-^* (indicated as og) which neces- 
sarily results from a gnen choice of techniques (at a given wage 
and price level) 


,^P. i p.— 

“p. (Pr-l)4pf 


(13) 


From the relations (9) and (12) it is obvious that if certain tech- 
mques are chosen a position of equilibrium can be obtained by 
having a corresponding distnbuUon of investment between the 
branches J and C and if on the other hand a certain distribution 
of investment between the branches J and C is chosen then the 
corresponding techniques will have to be adopted Only one 
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of the V anables from the aHocation of investment and the method 
of the techniques can be chosen, the other ssiil follow. Both 
of them cannot be chosen if the equilibrium condition is to 
be obtained It is thus obsious that the long term values of A. 
and Af are dependent on the techniques which are chosen and 
that they are not independent of the wage level From relation 
(13) It follows that the rate of gross additional investment and 
consequently the rate of growth of national income depends 
upon the techniques which arc chosen 
With dilTerent values of 3, and 3j based on different combi- 
nations of technology in branches J and C, the following equa- 
tions will have to be solved ; 


K 



P* 


sB/r 


(N) 

asi 


These relations indicate the values of the gross products of 
J and C obtained with a given investment K The ultimate rate 
of growth will depend upon the accelerated value of i*, which 
can, given wage rate and the organic compositon of capital, 
be increased by adopting the more intensive technique in the 
consumers’ goods industry 

The coefficient ri which indicates the ratio of the gross invest- 
ment to the total investment is extremely important, because 
It is this coefficient which determines the rale of growth of 
investment and hence the future rate of growth of national 
income If the investment in branch / in a certain penod is 1, 
m the next penod it will increase to 1-fri, m the penod { to 
(I-fr/y and the net increase would be (l+ri)'— 1 Multiplying 
it by A and noting that the investment will cumulatively 
increase we can denote P, in the period t by the following 
equation 


/>.t=A [ (l-hny~I ) ri (16) 

This shoWj that even a small increase in ri will have a big 
cumulative effect 
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Without any change tn the investment pattern the additional 
production in sector C will increase m proportionate relation 
to the additional production in branch J Hence, we can indicate 
the additional gross product of branch C at time f as 

P,t^K l(l+riy-l]re (17) 

And consequently the total additional gross product will be 
indicated by 

Pl~K I (l+ri)*-! 1 ri+rc {!«) 

This formula, however, can be applied to the new grossproduct 
obtained from the initial investment K If we assume that the 
old equipment goes on giving the same additional surplus we 
can calculate the aggregate additional product m branch J 
at the period t as 

Pit-Yf. ( 19 ) 

when tfa stands for the rate of initial net investment to the 
initial gross product Ygo 

Sitnilatly, we can get the following equation for the aggregate 
gross product of branch C at time t 

I [ ,c (20) 

and the aggregate gross produce at time t 

I'.'-i',. 0 -<-.)+». i 

This equation indicates that long term rate of growth depends 
on the rateat which the investment goods increase It may also be 
noted that consideration of the employment problem should not 
lead to the adoption of the tcUtivcly backward techruques in the 
consumers' goods sector, because ultimately it is the surplus from 
that sector which can sustain the great increase m the investment 
goods’ sector In an underdeveloped country, says Bettelheim, 
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unemployment is the legacy of the past and is due to the fact 
that the rate of investment goods was not high, and it can be 
remedied only by increasing the rate of investment goods . 

This model is in essence based on the Marxian model of 
expanded reproduction with the specific difference that in Marxian 
case a part of surplus value is needed for the consumption of the 
capitalist class, whereas in this model whatever is left after the 
mmimum consumption of the labourers (minimum because the 
level of earning has been supposed to be equal to spending) 
is supposed to be accumulated The danger of leaving out the 
expenditure on services m the context of an economy like India 
has already been pointed out hforeover, in an economy where 
the socialistic pattern of society does not mean ‘ concentration 
of all powers in the hands of the State” but decentralization of 
production with a specific place assigned to the private capita 
lists the necessity of the consumption of the capitalist class 
can hardly be left aside altogether A model of expanded repro* 
duction of Sweezy’s** type is of a greater approximation to 
reality in the context of conditions m India than that of Bettel 
heim 

In fact Bettelheim has elaborated his model in relation to the 
conditions of a centrally controlled economy, and has himself 
accepted the limitations of his model so far as its applicability 
to the conditions of India is concerned and so long as the soical 
and institutional set up here remains the same He frankly 
admits that so long as the conditions assumed in his model are 
not satisfied a great part of his analysis will have to be modified 
But to me it seems that there are certain implicit assumptions 
in the analysis about India the foundation of which is so shaky 
that It would require a drastic modification of the whole scheme, 
and ultimately it w ould turn out to be a difference of kind rather 
than of degree For instance he seems to have assumed the 
working of the forces of a capitalist system in the entire economy 
with the modification that they are not very active He suggests 
that the vast amount of unemployment in the country is due 
to the fact that the rate of investment is not very high and it is 
only by increasing the rate of investment that unemployment can 
be eliminated altogether In fact unemployment in India is basic- 
C/ Paul M Shtsiy, The Titeory Cofitaiist I}e\ehpmenl (^aioa, 
1949) pp 163-4 
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ally due to the disintegration of the older type of society and the 
simuUaneous lack of expansion of the matkci economy There- 
fore if there is something which leads to further disintesraiion 
of the subsistence economy at a greater speed than the develop- 
ment of the economy, unemployment will increase and not 
dimmish Again, with the early stages of development the death 
rate will dimmish without having any significant effect on the 
birth rate and consequently there will be an increase in the 
labour force Hence with the remedy which Bcttclheim suggests, 
unemployment will increase rather than dimmish. The con- 
ditions in India at present arc like the ones prevailing in the no'*' 
advanced countries especially England before the Indusinal 
Revolution when the dismtegrauon of the feudal society led to 
a great addition to the labour force and the development of 
capitalist society did not have the momentum to absorb that 
population No wonder Marx so touch emphasized the “army 
of unemployed labour" The question of unemployment in India 
cannot be dismissed as merely temporary, which would fake 
care of itself with the progress of the economy 
Another great difficulty with Betielheim s model is that he 
assumes the conditions of India as very much alike the ones 
prevailing on the ete of Indostnal Revolution in the now 
developed countries In these countries the industrial revolution 
was preceded by an agricultural revolution which created a base 
for the industrial development We have had no base of this 
type even now we are not m a position to have such a base 
Yet his model is a great improvement on that of Mahalanobis 
m that It emphasizes that the question of the technique and that 
of the allocation of resources arc mter-dependent and the ulti- 
mate rate of development depends on the capital formation 
and the rate at which the investible funds increase 

SCliUaiPriERS MODEL 

It IS now lime for us to consider the Schumpeterian model of 
economic development rn relation to the problems of economic 
gro'vih of India Elsewhere** I have examined this model at 
great length and it is not necessary here to enlarge upon it 

(Muslim Univeniiy Aligarh 19ST) 
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HoweNer, the essential features of the model are quite simple 
and arc described below 

Schumpeter starts with a closed commercially organized 
system in which private property, division of labour and free 
competition prevail Then he proceeds to describe a system of 
stationary equilibrium in which the demands of the consumers 
determine what would be produced and the supply creates its 
own demand The system has been constructed on the Walrasian 
technique of general equilibrium in which the production func- 
tion IS given and is invariant in form This is designated as 
■circular flow of economic life which reproduces itself with the 
same magnitude of economic quantities !t does not mean that 
the system is motionless, on the other hand, it flows on quite 
smoothly and is also capable of absorbing marginal adjustments 
which take place in the given production function More speci- 
fically, Schumpeter suggests that there are slow changes of 
savings and of the rate of increase of population which are 
smoothly absorbed into the system This system is charactenzed 
by the absence of any fundamental and drastic change which 
may disrupt the stationary equilibrium and may require painful 
adjustments leading to another stale of equilibrium 
It may be noted that the development of Indian economy 
during the four or five decades preceding the planning penod 
had been taking place in a way which can characteristically be 
described with this technique of circular flow of economic life 
For instance, m the First Fiie Fear P/a/r, the Planning Com- 
mission observes 

In the last four or five decades, there has been considerable 
industrial development in India, accompanied by urbanization 
and expansion of commerce Large towns and cities have 
grown and transport and communications have developed 
extensively Indian entetpnse has made considerable 
headway and the country has now considerable experience 
m the fields of modern business, industry and finance'® 

I'lb? ps'oveifi' <?/" nAiinb Aj/ I'aAciv fit 

India during these decades can be well described by the circular 
flow of economic life with its broad implications that the station- 
First Fiig Year Plan p 12 
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aiy process has been absorbing the changes of accumulation and 
population, yet it can by no stretch of imagination be called 
a VICIOUS circle of poverty and sUgnalion Certain writers on the 
problems of growth in underdeveloped countries have greatly 
emplusized that there exists a vicious circle at a low level of 
cqmlibnum of poverty, lower productivity, lower income, lower 
dem^d and hence a^in poverty Nurkse has, I think, com- 
mitted an error in associating Schumpeterian circular flow with 
what he describes as the vicious circle in underdeveloped coun- 
ties He IS right in suggesting that the problem of economic 
deve^pment m underdeveloped countries can hardly be under- 
stood without making specific reference to the great work of 
Schumpeter But Schumpeter never started with the vicious 
circle or stagnation and to start from a vicious circle and invoke 
nis system is untrue to his spirit Moreover, there has been 
no stagnation, at least m Indian economy, of the type dcscnbed 
by Nurkse The great difficulty is, as Bauer suggests, that the 
low level of income which prevails at the moment in under- 
develop^ countries has been misunderstood to imply a zero 
rate of change in income It has been thought that since the level 
of income is low u could hardly have been lower in the past. 
LOW level of income can be co-existent with quite a satisfactory 
growth has started only recently 
Myrdal has gone a step further to suggest that the vicious 
circle indeed implies a cumulative downward causation and 
hence contraction He seems to have invoked the great principle 
oi Bible— Unto everyone which hath shall be given and 
rom him ihat has not, even that he hath shall be taken away 
rom im —to the functioning of the economic system in its 
'•t,, aspKts He then suggcsis .hat ,he 
back-sett, ng cfTects of the developed counlrtes lead to deter- 
oration and fttrlher detenorat.oit of the underdeveloped coun- 
■ries and stnee Ihe poorer Ihecountry the weaker the "spread” 
nivanlage, whatsoever gamed by the under- 
That th '^‘’“’dvics from the expandtng regions of the world 
faew m r a°” “I " "" "bvervalion and hislorieal 

e As sueh the concept of 

SI f 5 ■" iPhvbenng the 

problem of economic development of India 

On the other hand, we cannot agree vmh even Bauer lhal mere 
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wants on the part of consumers arc capable of bringing about 
rapid economic developmenl Jn underdeveloped countries 
The marginal adjustments which can take place because of the 
variety of wants on the part of consumers are insufficient to 
bring about economic development of any important magnitude 
Besides, it has never happened that the consumers have shown 
any elTective demand for a new commodity or a new method of 
production and then the productive system has been adjusted 
to it It IS the entrepreneurial spirit as emphasized by Schum- 
peter which has been responsible for changing over from the old 
combination of productive services to the new ones, and the 
consumers have been made, by advertisement, etc to want the 
commodities produced by them The domain of consumers’ 
sovereignty is bounded by the stationary equilibrium A real 
dynamic economy starts from the other end It is not the marginal 
adjustments but the structural changes which go with the pro- 
cess of rapid economic development needed for a country like 
India 

It IS, however, impossible for the individual entrepreneur to 
bring about these structural changes with any great rapidity 
Were it possible for them they would have done it The fact 
that they did not do it clearly indicates that there is a great 
difference between the mdividual marginal productivity and the 
social marginal productivity in underdeveloped countnes 
There are certain overheads which arc not in the interest of the 
individual entrepreneurs to provide For instance, it is not in 
the interest of any individual entrepreneur to construct electric 
and power plants, build dams, roads and railways and construct 
the base for the industna! enterpnsc at the moment m India 
But if that could be done, as is bemg done by the State, a great 
expansion is made possible by individual entrepreneurs Then 
there would be the possibility of Schumpetenan entrepreneurs 
and their followers to bring about waves of innovations and 
economic development This would also lead to the external 
economies for each individual entrepreneur — external not only 
in the Marshallian sense in which the cost in a firm is dependent 
upon cost m other firms, but also in a wider sense in which the 
profits of one firm are dependent upon the others 

But profits are determined by cost as well as revenue, and 
if the revenue side affects the profits then it is the emphasis 



30 INDIA’S ECONOMIC DEVELOPMENT 

on the market conditions It is the broadening of the market 
which IS then the focus of attention It has been aptly pointed 
out that the amount of investment is determined by the extent 
of the market It is indeed a revised version of Adam Smith’s 
famous dictum that division of labour is limited by the extent 
of the market 

Emphasis on the expansion of the market, and the entre- 
preneurial activities have led some economists to think in terms 
of what is known as the balanced growth It has been suggested 
that although it is not possible for the individual entrepreneur 
to produce any one commodity in any significant quantity 
through large-scale production because there would not be 
enough of demand for that commodity, but if many entrepreneurs 
produce many commodities of different varieties then the supply 
of one will create the demand for the others and it will become 
profitable for all of them to produce This reasoning, however, 
IS based on an implicit assumption that there already is provision 
for a very elastic supply of at least some goods, notably the agri- 
cultural commodities which are basically required, because with 
the expansion of the market and the economy the first impact 
of the increase in demand would be on food Hence, although 
there seems to be a lot of truth in the argument of balanced 
growth the prerequisites are the provision of overheads, and the 
provision of enough food 

The argument for balanced growth should not necessarily 
lead to the distrust of market forces and the overall control by 
the State It is indeed the duly of the State to break the rigidities 
and make possible the free working of the market forces State 
can help enormously in bringing about entrepreneurial spirit 
and initiating economic development But the State does not 
have to take an overall control of the whole economy Refer- 
ence may be made to the statement of our Prime Minister to 
the effect that the State has already many duties to perform 
in the political sphere and if it also takes up the economic power 
in Its hands it is bound to become a conglomeration 

What IS really needed is some sort of force which may lead the 
economy from the “lake-ofT’ growth to the ‘ self-sustained” 
growth In this process it is necessary that some group or autho- 
rity brings about new productive techniques and this group 
becomes more and more important The State can help enor- 
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mousJy m initialing economic development and provide facilities 
for expansion of the economy, but it docs not have to do every- 
thing If the spirit of entrepreneurship has been created then the 
profits can easily be ploughed back for purposes of accumula 
(ion and the economy can go rnto the self sustained grow th 
But m creaiing facilities the Slate has got to be careful lest it 
should spend excessive amount on overheads and the public 
works The only thing which is required is some sort of ground 
on which the entrepreneunai spinl can work 

I do not agree with the suggestion that State planning m the 
underdeveloped countries would mean the reversal of the Schum- 
peterian model In fact Schumpeter's model works effectively 
But since that system is being applied Jo different institutional 
and social circumstances from the ones which Schumpeter 
had m mmd, his system has to be modified to that extent h 
IS untrue to s?.y that whether the entrepreneurial spirit is m the 
hands of private individuals or in those of the State, is only a 
question of method U is much more than that It is necessary 
to take into consideration the market forces and iheir adjust- 
ments m the long run Otherwise, there will be the problem of 
imbalance between various sectors and regions and unnecessary 
waste which can easily be avoided We shall have occasion to 
discuss at length the policy of the Indian Government m its 
efforts towards creating entrepreneurial spirit in the country 
and at'this stage we do not have to go into details But one thing 
must be mentioned that one need not be dogmatic about State 
planning by a centralized planmng authority or a free enterprise 
wiihout any interference In fact modem capitalism has got an 
enormous capability of readjustment and m the socialistic 
pattern of society we should nol discard it altogether simply 
because we want to do so 


It will nol be out of place to discuss a little the question of agri- 
culture versus manufacture before dosing this chapter Great 
confusion has been created, as we have seen, by considering the 
circular flow incorporating ma^nal charges jn accuroulaJjfto 
and population as a vicious ciicle of poverty and stagnation 
It has often been suggested that since India js primarily an agri- 
cultural country, caught m the vicious circle, there is an inherent 
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relationship between agriculture and stagnation Thcjefore, the 
only way of coming out of this vicious circle is to industrialize 
There is absolutely no doubt that development of the country 
ultimately means widespread manufacture but none of them 
can be considered as the cause of the other We have seen that 
both development and manufacture can be the result of entre- 
preneurial spirit managenal skill and hard and disciplined work 
on the part of the labouring class Moreover, note has to be 
taken of the fact that everywhere industrial revolution has been 
preceded by agricultural revolution This needs special empha- 
sis because after having been under colorual rule for a consider- 
able penod of time we have all come to have an irrational hatred 
towards agriculture As we have analysed m the early stages 
of economic development there is a great necessity of expen- 
diture on overheads and agricultural improvements to establish 
a sound base for further development As a matter of fact it is 
wrong to pose the real question by asking whether we should 
have agriculture or industry It is not the question of agneui* 
ture versus industry it is indeed a question of agnaillure and 
industry In the underdeveloped countries both are poor and 
both have to be developed India is considered primanly an agri- 
cultural country not because we have a very developed agri- 
cultural system but only because a vast majority of our popula- 
tion hang around agriculture It has been aptly pointed out 
that India will have to develop, at least in the early stages of its 
economic development, along the lines of the advanced primary 
producing countries 

I may anticipate at this stage a possible objection to the above 
reasoning This would be on ihe ground that development of 
manufactunng industry could be based only on a progressively 
developing agnculture It may as an answer, be said that 
one would be doing an injustice if the development of manu- 
facture in the context of Indian economic development is not 
emphasized But the development of manufacture will itself 
depend on a considerable amount of surplus of food which can 
be obtained for feeding the increased epiploynient in the industrial 
sector Moreover, aswe shall see in the neat chapter the develop- 
ment of agriculture and other pnmary products m the early stages 
would be needed to make them available as exportable surplus 
with which capital goods can be imported into the country 
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U IS therefore sucgestcd that the State must try to remove 
alJ bottlenecks which he in the way to progress of agriculture 
Land reforms must receive top priority for breaking up the 
subsistence economy and paving the way for incentives to 
develop agriculture The underdeveloped countries will have 
no great advantage m concentrating on the types of industries 
which have already been developed in the now more advanced 
countries There will have to be a lot of research and I must 
emphasize that it can be done only within the underdeveloped 
countries for the development of technology and the develop 
ment of light industries 

We have already noted and shall discuss the matter at length 
about the difficulties which have been created m the balance 
of payments during the Second Five Year Plan because of ihe 
shortage of agricultural products We may reasonably want 
industrialization but industrialization is no remedy for poor 
agriculture 
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INTERNATIONAL TRADE VERSUS 
AUTARCHY 

In the last chapter we examined various models of economic 
growth from the point of view of the closed economies How- 
ever, m the case of comparatively free societies a large part of 
their economic activity is related to foreign trade We, therefore, 
proceed to consider the question of foreign trade m relation 
to the economic development of a country More specifically, 
we would be concerned with the problem whether foreign trade 
or autarchy would be more suitable as an economic policy lead- 
ing to the accelerated growth of our economy But before we 
do that It would be interesting to consider the implications of 
foreign trade in the various models of growth discussed 
The Harrod-Domar model of growth introduces foreign trade 
m a perfunctory way and formally that has been done quite 
easily Foreign trade has been introduced to the growth equation 
as a foreign account counterpart of savings We may, for ins- 
latice, write P for all the debit items on current account and Q 
for credit items Then we can deduct Q from P and relate it to 
the level of income to hnd out the ratio of foreign balances to 
(he level of income and call it b Then the growth equation will 
be written as 


d={a+b) p~r 

It IS obvious that if b is positive then the possible rale of growth 
of income would be higher than U could be in the absence of the 
world trade, and conversely if b is negative then the possible rate 
of growth of income would be lower than it could be 
It IS di/licuU to generalize what would be the magmtude of b 
if the foreign trade is left free to itself, but it is obvious that by 
means of some policy (he magnitude of b will have to be increas- 
ed to accelerate the rate of development from the one which was 
possible with the help of domestic savings only This would 
mean that in the early stages a country would be a borrowing- 
debtor country and would be having an increasing import sur- 
34 
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plus As the process of take off changes into that of self-sustained 
growth this country would become a paying-debtor country 
Then its import surplus would not only decrease but vanish, 
and Its export surplus increase How all this would be done will 
be considered in detail m the next chapter when we discuss the 
question of international flow of capital 
Mahalanobis also could have incorporated the question of 
foreign trade by introducing a/, which would have meant the 
coefficient of the investment goods which could be imported 
into India to accelerate the economic development But he 
starts with the assumption, that, “with the progress of planning 
the domestic supply of investment goods would become more 
and more important That is, although in the begmmng India 
will no doubt have to depend on imports of capital goods, the 
policy would be to make India independent of such imports 
as soon as possible In the present model 1 have therefore assum- 
ed that there will be no imports or exports of investment goods 
Thus we see that although he could have introduced inter- 
national trade in his model he did not do it deliberately His 
idea was not (hat India would not purchase any capital goods 
from abroad but only that India would manufacture and also 
export capital goods so that it would virtually mean that she 
would balance the exports and imports 
The case of the Marxists is altogether different They start 
by assuming that the fully capitahst economics would be Lable 
to greater and greater fluctuations and therefore it would be 
m the interests of underdeveloped countnes to keep their econo- 
mies completely closed That is why neither Bettlcheim nor 
Sweezy introduces any foreign trade into their models 

As regards Schumpeter we all know that although he develop- 
ed his system with reference to a closely commercialized country, 
yet he incorporated international trade as one of the most impor- 
tant elements leading to economic growth He considers not 
only the introduction of new goods, or a new quality of goods, 
the introduction of a new method of production the introduction 
ol new organization of industry but also the conquest of new 
sources of supply of raw matenals or half manufactured goods 
and the opening up of new markets as acts of innovations which 
are essential for bringing about devdopment m an economy 
‘ Sankhya p 25 
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Myrdal, however, does not think that the free forces of inter* 
national trade lead to economic benefit and the development of 
all the participants According to his theory the vicious circle 
of cumulative causation applies to the international economy 
just as It does to the mtcr-regional economies He invokes an 
idea from his study of the Ncgio proHem in the United States 
that the more developed a country is the greater would be the 
advantages and conversely the less developed a country the less 
would be the advantages from the operation of international 
trade This goes on happening cumulaiively so that the deve- 
loped countries go on developing more and more, and the under- 
developed countries go on becoming poorer and poorer It is 
because, Myrdal argues, m the case of the developed countries 
the “spread effect" gives rise to the benefits and these effects 
cannot spread easily in the underdeveloped countries Rather 
there are '‘back^elimg’’ effects in the underdeveloped countries 
which lead to cumulative deterioration He even goes to the 
extent of suggesting that the whole question of the stable equih* 
bnum in relation to the theory of international trade as well as 
general theory should be scraped olT, and a technique of cumu- 
lative expansion and contraction should be adopted to explain 
the phenomenon of the underdeveloped areas 

I do not have enough competence to discuss the question 
whether m the United States the condition of the Negroes has 
been deteriorating Simple observation suggests that it is the 
late start in the educational and cultural development of Negroes 
which makes the difference between them and the Whites so 
obvious rather than the cumulative deterioration of the Negroes 
Yet m the field of economics it can be said with a degree of 
confidence that Myrdal's thesis docs not bear the test of practical 
applicability The industrial revolution in the case of under- 
developed countries has been considerably delayed which explains 
the slow rate of progress of these countries There has been no 
cumulative tendency towards deterioration No wonder that 
III none of the three books* in which Myrdal has elaborated his 
concept of cumulative causation and vicious circle has he been 

* An InternaUonai Economy—Froblems end Prospeas INew YorV, 1956) 
Detelopntfni and VnderdeieloPment Naiioiul Bank of Egypt Fifiieih Ami- 

versaiy CommemoralioD Lectures (Cain^ IM6J. TheTheorycfUnderdnelop^ 

ed Regions (London, I9J9) 
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m a position to find a reahsiic example (o start with He has 
had to start with a situation m which a factory established in 
Some region is burnt by some misfortune He then tries to find 
out the various repurcussions of this misfortune It is indeed 
a very difficult task to find a realistic example for a theory which 
has a shaky foundation 

However, there are two methods which can be followed in 
the process of economic development One is the Russian model 
without any particular reference lo institutional or social condi- 
tion, but in the sense that goods are produced in all stages of 
production withm the country so that a country produces every- 
thing it uses, and the international trade is adopted so far as 
It IS absolutely essential and also under strictly controlled condi- 
tions The other method is the one m wluch the countries take 
into account the advantages which might arise from the division 
oflabournotonlyinthcsuticsensewhcntheresources are given 
but also in the dynamic sense when the development of the 
potential human and material resources leads to the dynamic 
concept of comparative cost 

There are obvious disadvantages in following the Russian 
model No country with the exception of the USA could afford 
to develop with the mioimization of foreign trade It is perhaps 
due to the continental character of the country that it has been 
possible for the people there to produce everything of their ow n 
without much consideration of international division of labour 
And there is no other country in ihe world except Russia which 
could adopt the Umted Stales as a model for its development 
It IS again because of its conlinental character that Russia can do 
It Otherwise there arc great many advantages which can be 
derived from international trade and no country can do without 
it but by bringing an enormous amount of misery to its people 
One very important consideration of development along the 
lines of the division of labour is that it is possible to borrow 
capital from international markets without which the speed of 
economic development is bound to be very slow It is, therefore 
obvious that in the process of economic development countries 
can derive enormous benefit from mtcmational trade National 
economic planning should not be mconsistent with the expansion 
of international trade 

In the beginning of economic development capital goods 
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have got to be imported which in the absence of assistance from 
abroad, can be done either by putting restrictions on the imports 
of consumers’ luxury goods or by promoting exports 
Putting of restrictions on the imports of luxury consumers’ 
goods in Itself does not imply that to the extent that imports 
have been curtailed the capital has been accumulated Import 
policy must be accompanied by the domestic act of saving 
Otherwise, the restrictions on imports would not lead to the 
benefit postulated If the people voluntarily or otherwise do 
not save the income which they could have otherwise spent on 
the import of the consumers’ goods tlwic demand for the exist* 
ing goods of the economy would increase This in itself does 
not entail the increased supply of (he goods available at least, 
m the short run which would lead to mfUtton All of usknowthat 
although inflationary pressure is a necessary accompaniment of 
the process of economic development, inflation as such is very 
harmful because it leads to undesirable encouragement to specu- 
lation, expansion of uunecessary commodities and encourge- 
ment to inefficient production By the process of inflation some 
forced saving is bound to take place but that is not a desirable 
way of saving Therefore, if the restnetive policy on the imports 
of luxury consumers’ goods for the sake of importing capital 
goods IS adopted it must be accompanied by some judicious 
fiscal policy which would help save the extra income spent on the 
imported goods Obviously this act of saving is quite easy in a 
completely planned economy where the consumption of the 
people can easily be curtailed but it is very difficult m the case 
of a mixed economy where pnvate forces are given considerable 
scope to Cunc'ion 

Another alternative and/or complementary method of enabling 
a certain country to import capital goods is export promotion 
It IS necessary for the underdeveloped countries to promote in 
the early stages of economic development the export of food and 
raw matenals These arc the only commodities of which the 
exportable surplus can easily be increased as they have a low 
capital coefficient and with a small expenditure on capital their 
production can be increased more than proportionately 

U IS neither possible nor very desirable to consider the ques- 
tion of export promotion of raw matenals from the point of 
tong term objective There arc vanous reasons why it is not 
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possible to promote the export of raw materials to any great 
extent in the long run First, there are a senes of innovations 
taking place in the more developed countries which lead to the 
use of synthetic substitutes and dimmish their dependence on 
the imported raw materials Secondly, there is sometimes a deli- 
berate policy by the now advanced countries of changing the 
composition of output and making the country less and less 
dependent on the raw materials from the underdeveloped coun- 
tries Finally, even on the assumption that there are no such 
impediments for the trade of raw matcnals of the underdeveloped 
countries it is obvious that the growth of the income of the now 
developed countries would take place at a slower rate and a 
greater portion of the increasing income would be spent on the 
so called tertiary industries Thts would mean that even if the 
demand for raw materials by the advanced countries increases 
in future it will increase only at a diminishing rate On (he other 
hand, the demand for capital goods by the underdeveloped 
countries which have started developing would increase at an 
increasing rate Therefore it will not be possible to satisfy their 
demand for capital goods only from the proceeds of the exports 
of the raw matcnals 

To start with, however, efforts will have to be made to increase 
the export of raw materials Efforts may also be made to increase 
the value of the goods which are exported by means of process- 
ing and improvement of iheir quality, etc At the same time 
research can be intensified for purposes of giving rational gui- 
dance in the matter of diversification of exports and spread 
over a wider range of commodities There is a considerable 
scope for increasing the exports of cheap manufacturing goods 
which are at present not manufactured in the developed coun- 
tries By means of research further possibilities can be explored 
of developing light engineering industries and electronic goods 
which have low capital output ratio and the production of 
which can be increased fairly easily 

Sometimes such diversification of exports is suggested because 
It IS said that prices of raw materials fluctuate much more during 
the trade cycle than the pnees of the other commodities There 
are some theoreticaf reasons as to why jfiis happens First, the 
prices of the raw materials fluctuate to great extent because the 
factors of productionusedaregenerally so specific that they can- 
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nol be ^justed easily lo the fluctuations in the demand for the 
commodities Therefore a reducUon in their demand during 
raession and depression leads to the fall m their prices rather 
than a reduction m the supply Secondly, the manufacturers 
want to maintain a fixed relaUonship between the working stocks 
and the production of the commodities and therefore when 
e consumption of those commodities diminishes there occurs 
a greater redaction in the demand for the raw materials Finally, 
me speculative business m the inventones often aggravates 
fluctuations in the demand for the raw materials rather than 
diminish them 

It may be argued that if the prices of the raw materials fluctuate 
much more than their demand then the raw materials prodaeing 
MUnlnes would gam dunng prosperity as they lose during 
depression But such an argument is rather fallacious specially 
we consider the question in retalion lo the programmes 
lor economic development by the underdeveloped countries 
“ eon'muous flow 
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deposit should be repayable only if the giver country wants to 
increase its balances and the country which has taken the loan 
wants to diminish them Its second suggestion is that the prO' 
grammes for lending oF capital should be fixed up five years ahead 
-and any deficiency which might arise due lo the private agencies 
shrinking their lending dunng recession should be made up by 
the International Bank for Reconstruction and Detelopment 

These suggestions are rather difficult to implement because 
It is recognized fairly widely that in future because of the specific 
social and institutional conditions of the United States and also 
because of the predominantly great role of America in the non- 
Communist world, any recession in the underdeveloped countries 
would come as a result of the onginal recession in the United 
States And it is hardly possible for the United States during 
recessions to give special supplement of foreign exchange to all 
the countries of the world 

The programme of lending which was suggested to be fixed 
up five years ahead involved many adnunistrative and practical 
difficulties It the objective ideal is to develop an international 
market for lending it cannot possibly be controlled and no 
one can anticipate the programme of lending for five years 
We shall have an occasion to discuss the objectives and activities 
of the IBRD in a later chapter but right now it can be pointed 
out that It 1$ difficult for (he Bank to make up the deficiency of 
all private lending during recession unless the Bank’s resources 
are very significantly expanded Moreover, the Bank has to 
float its loans in the free market and under general conditions 
of depression m the economic activity it is not possible for it 
to collect enough funds to make good the deficit of the under- 
developed countries 

Therefore, the UNO appointed another Committee on 
Measures for International Economic Stability One specific 
term of reference of this Committee was to consider the ques- 
tion and make special recommendations for the difficulties of 
the underdeveloped countnes which arise due to the fluctuations 
in the prices of raw materials This Committee put forward some 
alternative suggestions more amenable from the point of view 
of practice and administration * It suggested that the problem 

• UN Department of Economic Affairs Measures for huernat onal 
Ecouonuc Slabihiv (New York 1S51) p lOff 
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of ihe fluctuations of prices must be directly attacked and for 
that purpose the need for the international commodity agree- 
ment needed hardly any emphasis It did not commend any 
controlled puce parity because il would have meant a perma- 
nently controlled world economy and its advantage would have 
been greatly reaped by the advanced countries which produce 
a greater part of the total raw matenals 

It did not think that there was any specific need for the 
programme of lending to be fixed up five years ahead A more 
practical suggestion was that the IBRD should be prepared in 
the event of a recession to expand greatly the flovs of its lending 
to fill up the gap between the rei]uiremen(s of the underdeveloped 
countries and the availability of capital It suggested three types 
of cases m which the IBRD could help the underdeveloped coun- 
tries The first type of the programme for which the IBRD was 
suggested to extend ns lending is the one which was previously 
agreed upon by the IBRD and the underdeveloped countries 
concerned and m which the IBRD was giving partial assistance 
In such a case if the country in question faces any djfiiculty as 
regards finances during recession the IBRD would be bound to 
expand its lending The second type of cases are those tn which 
there has been an agreement between the IBRD, private foreign 
capitalists and an underdeveloped country and for which the 
IBRD as well as the foreign capitalists were extending finances 
If in such cases the private capitalists dimmish their lendings 
the IBRD would be required to suplement it The third type 
of cases are the ones in which there is no previous agreement 
and in difficult situations the Bank would be called upon to 
consider their cases for help provided the Bank has some finances 
available for assistance 

The third recommendation of Ihe Committee was that the 
resources of ihe IMF should be considerably expanded so that 
the Fund may help in stabilizing foreign exchange during the 
recessions 

Il IS to be noted that all these recommendations have certain 
limitations The international commodity agreement is very 
difficult to arrive at m view of the fact that there is always some 
difficulty or the other in finding out the ideal price which can 
be determined Moreover, it is not possible to have such agree- 
ments in the case of all commodities and therefore some specific 
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countries which are interested in specific commodities might 
not benefit from such agreements Therefore a greater reliance 
will have to be made on the recommendations in regard to the 
IBRD's lending and IMF’s finances There is need for increasing 
the resources of these instilulioDs to a very great extent 

Happily these difficulties are mitigated at least to some 
extent, because in future no great depression of the type of 
1930’s IS expected All experts agree that there would be only 
mild recessions and whenever such recessions take place the 
recovery will not only be round the corner but will actually 
be in full view The underdeveloped countries therefore are not 
likely to face any cnsis 

As a matter of fact there js no remedy for an evil except doing 
away With the cause of the evil itself These suggestions can be 
considered, I think, only as stop-gap arrangements The real 
cause of the fluctuations of the prices of commodities is the 
lack of resourcefulness of the underdeveloped countries And 
as such the real remedy would be the diversification of the 
economy which can come about through the process of econo- 
mic development itself 

Apart from the fluctuations in the pnces of raw materials, 
sometimes the question is raised of the long-term changes in 
the terms of trade between (be raw materials and the manu- 
factured commodities The famous League of Nations’ Study 
on Industrialization and Foreign Trade has ventured to suggesr 
that there has been a downward tendency of the terms of trade 
m the case of the raw matenals and thus the terms of trade 
have continually detenoraled between 1873 and 1937 These 
findings have been quoted again and again by the various com- 
mittees appointed by the Oniled Nations 'Whereas there is no 
doubt that the underdeveloped countnes are well advised to 
diversify their productive structure and also the foreign trade, 
there is no reason why unnecessary emphasis should be laid 
on this so-called adverse terms of trade for the pnmary goods 
Secular downward trend of the terms of trade is a very un- 
scientific expression because the definition of the terms of trade 
as applied to long period is one of the most complicated matters 
and Its statistical measurement is exceedingly difficult There 
must have been a considerable change m the composition as 
well as the quality of the commodities and a base as far back 
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as 1873 loses all significance Moreover, a general comparison 
between thepnmary goods and the manufactured goods is not very 
relevantfor the underdeveloped countnes as many advanced count- 
ries themselves produce raw materials and their magnitude is no 
less significant Finally, different countries are interested in parti- 
cular commodities only and as such any general comparison loses 
Its significance from the point of view of individual countries 

It IS, therefore, not a veiy scientific procedure to rely very 
much on the findings of this sort and then suggest that there 
is no scope for the underdeveloped countries to advance on the 
lines of the advanced primaiy producing countries The fluctua- 
tions of the prices during the trade cycles arc a sufficient cause 
for the underdeveloped countncs to diversify their products, 
a long term deterioration of the terms of trade is an unnecessary 
auxiliary The vulnerability of the underdeveloped countries is 
due to their underdevelopment for which obviously the remedy 
IS the struggle for development But there is no virtue in 
developing in any one way or the other A country must try to 
develop on the lines in which its potential resources give a com- 
parative advantage 

This brings us to the question of protection in the short run 
Temporary interference with the freedom of trade cars develop 
new skills and aptitudes and can bnng dormant resources into 
active use No capitalist country has ever followed completely 
free trade Time and again m the process of their economic 
development the capitalist countncs have been advocating what 
IS generally known as the infant industry argument meaning 
thereby that temporary protection of such industries would give 
them faciliiies to expand and a comparative advantage over 
other countries Temporary interference therefore in the free- 
dom of trade from the point of view of economic development 
IS not at all incompatible with the theory of comparative costs 

The classical theory of comparative cost was developed from 
the point of view of static resources and their allocation to the 
best possible advantage It is so to say correlated to (he stationary 
equilibrium in which only mai^inal adjustments can be made 
Emphasis on dynamic studies which are an essential element of 
the developing economies has brought about a dynamic concept 
of the theory of comparative costs and it is related to the deve 
lopmeni of human and matertal resources 
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Ganguli’ has shown that the concept of the dynamic theory 
of comparative cost is not simply a theoretical possibility In 
the development of India’s foreign trade certain elements like 
World War II, partition of the country and the developmental 
needs have brought about a significant change in the compo 
sition of India’s foreign trade Before World War 11 nearly 40 
per cent of India’s foreign trade was with the countries which 
subsequently became enemy or enemy occupied countries These 
countries used to absorb 75 per cent of India's exports of raw 
cotton, 60 to 70 per cent of iron and steel, metallic ores and 
coal, nearly 50 per cent of the exports of oilseeds, raw jule cotton 
manufactures, tobacco and vegetable oils The war disrupted 
this channel of trade and the question which the Indian economy 
had to face was to absorb these exportable surpluses or find new 
markets for them The food shortage and the consequent “Grow 
More Food Campaign” provided an opportunity of diverting 
the land from cash crops to the production of cereals And the 
needs of the war economy made it possible to absorb the sur 
pluses of oilseeds, pig iron and other minerals The partition 
of the country in 194? which caused a large part of the cotton 
and jute growing and food surplus areas to go to Pakistan made 
it necessary for India to import raw materials and food This 
resulted in the stepping up of manufactures for providing export 
able surplus so that (he required food and raw materials could 
be imported The launching of the Plans for the economic deve- 
lopment of the country made it imperative to import capital 
goods from abroad 

Thus the war, the Partition and the development needs, all 
combined to bring about a fundamental change in the com- 
position of India’s exports and imports Consequently in 1951- 
52 exports of manufactured goods formed 56 per cent of the 
total exports of India, compared with only 30 per cent before 
World War II The percentage share of imports of food in 
the total imports has increased from 14 1 in pre-war years 
to 26 9 in 1951-52 The percentage share of imports of raw 
materials has increased from 22 7 to 36 SO per cent, and the 

* C/ B N Ganguli, India’s Economic Relations with the Far Eastern and 
Pacific Countries in the Present Century (Ponshay, Calcutta, Madras, 1956) 
This paragraph draivs heavily on fh» cojitnbutJon 
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percentage share of imports of manufactured products has 
declined from 61 6 to 35 8 dunng the same period ® 

This shows that temporary interference with the freedom 
of trade can bring about new resources and new commodities 
will ultimately have comparative advantage Thus the theory 
of protection does not necessanly discard the old concept of the 
theory of comparative cost but puts it info a dynamic setting 
Protection may be adopted with different objectives First, 
as we all know, developmental process is always accompanied 
by deficit balance of payments because of the great need of the 
underdeveloped economics to import capital goods Unless, 
therefore, there is a flow of foreign capital from outside, the 
country can try to preserve foreign exchange balances by putting 
restrictions on the free imports of luxury goods (We have already 
noted that they should be combined with the domestic act of 
saving to get the full benefit of protection ) Secondly, the object* 
ive might be to shift the demand for certain imported com* 
modifies to that of the commodities manufactured at home 
For this purpose it may be necessary to put restrictions on the 
import of manufactured commodities Thirdly, there is an absence 
of industnal base in an underdeveloped economy which can be 
established only by giving protection to certain industries in the 
country Finally, there is the important objective of absorbing 
the surplus labour in the production of the commodities inside 
the country even when it means that the commodity manufactured 
at home may cost higher than the one imported from abroad 
A well devised policy of protection does not necessarily lead 
to autarchy By means of the protective method it becomes 
possible for the economy to enlarge its market and resourceful- 
ness The dormant resources are brought into active use and 
lead to greater and greater productivity and ultimately to the 
expansion of the world trade 

Viner is, however, very sceptical* about the scope of protec- 
tion and also the benefits which an underdeveloped counlr 
can expect to reap by adopting it He argues that for the justi 
fication of protection the following four conditions are neces* 

• /iiJ pp 9 17 

* Cf 3 Viner /meriiaiio'ial Trade and Economic Deyelopmeni (Glencoe. 
lUmois 19S2) pp 57 g 
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sary First, the reciprocal demand of the outside world for 
the corarttodiUes produced at home vis a vis its own demand 
has low elasticity so that the outsiders cannot easily dispense 
with the commodities exported Secondly, its own reciprocal 
demand for the commodities imported vis a-vis the outside 
countries has got a high elasticity so that it is possible for the 
home country to relinquish ihe imports easily Tlurdly, there 
is no retaliation by the outsiders to the protective policy of 
the home country since otherwise the home country would 
not only not reap the advantages of protection but might also 
have to suffer because of the retaliatory movement And finally, 
the protection is admirustered with a high degree of efficiency 
to achieve the full benefit of the policy 
It IS thus shown that although there is no theoretical objection 
to the policy of protection adopted by an underdeveloped coun- 
try from the point of view of its economic development, there 
IS a very narrow limit within which it can gam from such a policy 
It can, however, work to the great advantage of the under- 
developed country if the attitude of the outside world, especially 
the countries playing a predominantly importanl role in foreign 
trade is sympathetic towards adoption of such a policy If the 
underdeveloped countries develop on the lines of primary 
producing countries and develop iheir manufactures of light- 
engineering industries and electronic goods, there is no reason 
why the present-day advanced countries, especially the USA, 
should not have a sympathetic attitude towards them And 
thus there is a considerable scope withm which the productive 
policy can be adopted with great benefit 
It IS sometimes suggested that in economic planning there 
IS enormous incentive to move towards autarchy and deprive 
the country of the benefits of foreign trade The mam reason for 
doing this IS that while it is possible for the planning authon- 
ties to calculate or at least forecast the repercussions of the 
vanous measures which are undertaken m relation to the func- 
tioning of the internal economies, no such forecast can easily 
be made of the repercussions of the foreign jrade The easiest 
way, therefore, seems to be the controlling of foreign trade It 
IS also easier to do because foreign trade moves through far 
fewer and narrower channels, and from the administrative 
point of view it appears easier to control it It is not easy to 
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calculate what indirect effects a vigorous policy of this sort 
may lead to For instance, it may mean enormous reduction in 
the standard of living of the people specially when the supply 
of home products is not quite elastic It may also mean ultimate* 
ly reduction m the exportable surplus, because after all exports 
are nothing but the counterpart of imports 
Several authorities on the theory of planning for the economic 
development of underdeveloped countries suggest that the 
control of foreign trade is imperative because the developmental 
needs lead in their turn to the recurrence of deficit balance of 
payments The recurring deficit balance of payments which inevit- 
ably accompanies planning for economic development can be 
remedied by either increasing the exports or reducing the imports 
or both It IS always easy for the planning authorities to reduce 
the imports and the question of expanding the exports is inevit- 
ably left behind because of the irrational attitude on the part 
of most of the underdeveloped countries to substitute manufac- 
tured articles in place of (he raw materials even at the early 
stage of economic development where it cannot easily be done 
But this tendency of economic planning leading to autarchy 
IS not at all inevitable Planning can be done m a way which 
might lead to expansion of trade rather than ns contraction Only 
It Will be necessary to devote some little lime and resources 
on research for finding out what should be the pattern of the 
growth of economy which may uUiinatety lead to the utilization 
of underdeveloped resources in such a way as to give a compa- 
rative cost advantage m the dynamic sense of the term The 
developed countries on their part will have to adjust their pattern 
of production in a way that they leave the things m which they 
do not have the comparative advantage Because of the great 
diversification of the economy it is highly probable that the 
United Slates may so adjust her pattern of production as to 
lead to greater and greater international division of labour 
It may, however be noted that it is not possible for an under- 
developed country to have Us own independent economic plan 
for development jv*thout any consideration of the others and 
still get the full benefits of planning It is obvious that all under- 
developed countries cannot have comparative advantages m 
all lines of production which might be considered suitable for 
the development oT such economies First, there is the question 
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of natural endowment m which nil economics are not equally 
rich which by itself suggests some sort of division of the lines 
of de\elopment Moreover there is the question of the lack of 
demand within a country for the dctclopmcnt of a certain indus 
try, but this may not prove a bottleneck if the und“rdeve 
loped countries coordinate their plans nnd lesources The 
question of a potential demand for vanous commodities cannot 
be resolved within a single country ns it is essentially a func 
tion of the purchasing power at the disposal of the people 
at large It is obvious that the underdeveloped countries each 
one of them lack such a power We shall have an occasion to 
discuss at length m the following cliapter the relationship 
between thedemand for a certain commodity and the prospects 
for its manufacture in an underdeveloped conntry It will be 
found then that one of the most important reasons why foreign 
capitalists did not invest any great part of the capital for manu 
facturmg commodities for internal consumption was that there 
was not enough of market for them The underdeveloped 
Countries, to start with, dcfimtely lack internal markets which 
may induce the capitalists inside or from abroad to invest m 
large scale production of commodities Yet if these countries 
coordinate with each other so that each one of them becomes 
the consumer of the products of the others it is possible for all 
of them to develop large scale production They would be requir 
ed to specialize only m those commodities in which they have 
or are likely to have comparative advantage in the long run 
Such coordination is not easy to bring about because the 
underdeveloped countries are normally jealous of each other 
and they do not like that any one country should progress leav- 
ing behind the other The difficulty is aggravated because co 
ordination among underdeveloped countnes is not a natural 
process so far as the direction of trade is concerned Countnes 
with divergent climates could help themselves to each other s 
products There are many commodities which can be manu- 
factured with great advantage and on a large scale by 
the underdeveloped countnes cooperating with one another 
The Say’s Law of Market, so to say will have a wider 
application among various countnes of the underdeveloped 
region than within one country itself The supply of one 
country would meet the demand in the other and vice versa 
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Myrdal has suggested that this coordination between the 
underdeveloped countries is needed for a different reason as well 
According to him, the underdeveloped countries although they 
have vast resources and human power simply hang around the 
major powers instead of evoWmg for IhemsElves a mutually 
coordinated plan of development Friendship is always between 
equals and it is only by developing together that the under- 
developed countries can be real partners with the developed 
countries As such this inler-regional coordination would ulti- 
mately lead to an inter-national economy 
One very great difficulty, however, in a coordination of this 
sort arises from the reaction of those who have special interest 
in the established channels of trade Such people are found 
within the country as well as outside it Withm the country 
there are those who liave interests m becoming a party to 
the monopolistic situations which arise due to one particular 
channel of foreign trade being established for a long time Then 
there are the outsiders who would not like any diversification 
in the channels of trade and may try to undercut the efforts of 
the underdeveloped countnes at diversification and coordination 
between themselves This does not, however, mean that all 
existing relations in international trade are necessarily bad 
Many of them have definitely led to the good of the under- 
developed countries at least m the sense that there has been a 
breaking up of the feudal system leading to the start of a 
process of exchange economy The exchange economy with its 
free enterpnse is capable of giving rise to enormous progress 
and even such critics of the exchange economy as Karl Marx 
have never denied the great capability of such a system in giving 
nse to enormous material progress in many underdeveloped 
countnes Contact with the outsiders has been responsible for 
breabng up the rigidity of the feudal society Colonialism 
IS bad and it has led to some ruinous results so far as the under- 
developed countries are concerned But the rising nationalism 
m Its great enthusiasm for freedom from colonial rule sometimes 
leads to an irrational attitude and to a breaking up of all 
relations with the outsiders Such an attitude is not a happy one 
specially when it is realized that the underdeveloped countries 
have much to gain from international trade 
The question whether a country should follow the policy of 
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autarchy or foreign trade depends on three simple calculations 
In the first instance, it should be determined how much of the 
resources are required for the production of one unit of com- 
modity at home Secondly, it should be estimated how much of 
the other commodity which can be profitably exported could be 
produced with the same amount of resources if, alternatively, we 
chose to produce the commodities to be exported Finally, a 
comparison should be made between the quantity which could be 
produced and the same quantity imported m case the alter- 
native exportable commodity were produced at home and the 
commodity m question is imported from outside 
Sometimes the question of foreign trade versus autarchy 
IS decided by making a narrow calculation of the monetary cost 
which IS involved in the production of the commodity at home 
and the monetary pnce which is paid in case the commodity is 
imported This is very fallacious because it neglects altogether 
the comperative advantages which can be secured by producing 
a commodity at home rather than importing it from abroad 
For instance, this neglects a very important aspect that the 
production of the commodity at home might lead to the utiliza- 
tion of unused resources which in its turn might generate income 
and vra super-multiplier to further expansion of the economy 
If the unemployed resources include the unemployed labourers, 
then, there is a great satisfaction in reducing the human misery 
and degradation which inevitably go with unemployment 
Then there is the infant industry argument which means that 
in the initial stages a commodity should be produced even when 
it costs more to give it a chance to compete favourably with 
others if it has some potential advantages And finally, greater 
resourcefulness of the economy might mean greater strength 
to face difficulties which might arise due to financial stringency 
dunng periods of depression 

The Committee on Measures for Economic Development of 
Underdeveloped Countries has pointed out 

Foreign Trade policy should be tested not by whether it is 
more or less autarchic, or creates more or less diversification, 
but by whether it leads to a situation where all things con- 
' sidered, nothing is prodoced at home which could in practice 
be bought abroad for a smaller qi^tity of resources, and 
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vice-versa, that nothing is bought abroad which could be 
produced at home for a snuller quantity of resources ’ 

Strangely enough this statement in its ultimate analysis turns 
out to be a contradiction in itself, because the question of 
autarchy versus foreign trade can be decided only by considering 
whether the respective countries arc producing the commodities 
according to their comparative advantages or not If they produce 
in accordance with the principle of comparative advantage they 
are bound to be less autarchic The second part of the statement 
of the Committee means obviously nothing except that every 
country is producing according to its comparative advantage 
and hence it is bound to be less autarchic In a situation like this 
the first pail of the statement, that is, “foreign trade policy 
should be tested not by whether it is more or less autarchic” 
becomes totally irrelevant 

As a matter of fact the question in dispute j$ whether foreign 
trade policy in its immediate effect leads to autarchy or not 
The answer to this is that it surely does, and it leads to autarchy 
to become ultimately less autarchic As we have pointed out 
earlier a temporary interference with the freedom of foreign trade 
leads ultimately to greater and more diversified trade by develop* 
ing underdeveloped resources and by bringing dormant capa- 
bilities into active use But this is in theory In practice it wilt 
be necessary for the planning authority to proceed very cautiously 
so that nothing is done which appears beneficial in the shortrun, 
but may ultimately lead to a disadvantage 
In India before Independence the revenue aspect of the tariff 
was considered the mam objective The revenue from Customs 
used to make between forty and fifty per cent of the total revenue 
of the Central Government After Independence the Govern- 
ment of India appointed a Fiscal Commission in 1949 to investi- 
gate the whole question of protection and assistance to the 
industrial development of the country The Commission recom 
mended special assistance to agncuhure, and cottage and small- 
scale industries Other important aims emphasi 2 ed by the 
Commission were the maximum utilization of man-power and 
resources, increase in productivity, diversification of economy', 

’ Wt iTi Wwfam Jw 'An SnW'vni/i 

loPmtnl of Underdneloped Counines (Sew Yojl;, J93t), p 57 



INTERNATIONAL TRADE VS AUTARCHY 53 

and the developznent of )arge'«cale production Having such 
aims, the Coramf'ssion recommended that in the first instance 
defence and other strategic industries must be protected under 
all conditions, secondly, for the basic and key industries the 
tariff authonty be required to decide the magnitude and the 
direction of protection and also to lay down the conditions for 
the grant of such protection, and, lastly, in regard to other 
industnes protection should be granted to such industries where 
after considering cost of production and potential advantages 
It might be thought that within a reasonable penod of time 
they would be m a position to compete suaessfully with the 
outsiders without governmental protection In case it was con- 
sidered that protection to certain industnes was desirable from 
the point of view of national interest then it must be taken 
care (hat the cost of the protection should not be excessive 
It IS thus obvious that the Commission was interested m the 
question of protection from the point of view of the develop- 
ment of economy rather than of revenue On the recommenda- 
tion of the Commission a permanent Tariff Commission has 
been created in 1952 which has been made responsible for 
looking into this question The Tanff Commission has been 
provided with broad guidance for fulfilling the basic critena 
needed for the protective policy of the country For instance, 
the Tariff Commission has been well advised to lake into consi 
deration not simply the raw malenals needed for the production 
of a commodity but also other economic advantages including a 
sizable domestic market and the potential export market It 
has also been advised to consider the question of protection 
in case of an industry pnor to its establishment only where large 
capital investments are necessary 
It IS thus obvious that while the protective tanff policy of 
India has been mainly devised from the point of view of rapid 
economic development, the question of the expansion of foreign 
trade has not been left behind The idea is to expand and diver- 
sify the economy m a manner leading to greater and greater 
expansion of foreign trade in which the Indian products can 
compete favourably with other products There seems to be 
nothing incompatible between planmng for economic develop- 
ment and planning for the expansion of foreign trade Only the 
direction and composition of foreign trade are likely to change 
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The Tariff Qjmmission was also particular to point out that 
a very short penod of protection was actually Worse than no 
protection The Commission was in general agreement with 
the following passage from Taussig “The length of time to 
be allowed for the expenment should not be too brief Ten years 
are not enough Twenty years may be reasonably extended Thirty 
years are not necessarily unreasonable ” This shows that the 
Commission was interested in the long term economic develop 
raent and had the long term perspective in mind The dynamic 
theory of comparative cost which we have referred to must be 
considered in relation to the long term economic development 
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FLOW OF INTERNATIONAL 
CAPITAL 

We have seen that although, m the process of economic develop- 
ment there are many factors which act and react upon each other 
and capital is formed in the process of economic development, 
yet as one single factor the amount of capital has been the most 
important variable in bringing about rapid economic develop- 
ment Historically it may be noted that there has been no capital- 
ist country which was m a position to develop at any rapid 
speed uith the amount of capital accumulated within it, and that 
a good deal of the earlier industrial development in practically 
all of them has been due to the influx of foreign capita] For 
instance, it has been demonstrated by competent economic 
historians that the process of industnal revolution in England 
was accelerated by some of the immigrants who brought with 
them the capital and technology Once UK was !atT]y well 
developed, a very large amount of capital was being exported 
for about half a century, beginning in 1825, to diflerent countries 
m which European countries had the major share Later on, 
some of the European countries specially France and Germany 
along with the UK, exported capital to the United States for us 
economic development Someiunesiheexlent of borrowing from 
abroad increased so alarmingly that it was not possible for 
the borrower to service the past Joans from its own surplus 
so that it had to borrow even for the servicing of loans and 
for repayment of the past capital For instance, during the 
years 1874 and 1897, the United States was borrowing to such 
an extent that its own trade surplus was insufficient to service 
the debt and it became necessary to make use of some of the 
foreign exchange available out of the newer loans for the pay- 
ment of interest and dividends on old capital A similar situation 
was faced by Canada dunng the period of its rapid industrial 
growth from 1900 to 1913 and from 1920 to 1929 when she 
bad to service the past loans by incurring fresh ones 
It is thus obvious that the internal accumulation of capital 
can hardly be sufficient to bnng about a rapid economic develop- 
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ment and that foreign capital has always been responsible in 
accelerating Ihe speed of economic development It is admitted 
that the USSR was in a position to bring about rapid economic 
development without any inflow of capital, even so there had 
been a sustained inflow of capital between 1881 and 1913 specially 
from France which had established ihc base on which the tndus 
trial revolution could stand Moreover, Ihc exceedingly low 
level of living of the masses, which was enforced by the Central 
Planning Authority in the Soviet Union, cannot easily be 
practised in countries with different social and institutional 
conditions 

The reason why capital has always flowed front the more 
developed to the less developed (and developing) countries has 
been found by Adam Smith and Malthus in the secular tendency 
of falling of the rate of profit which they considered was the 
result of over*abundancc of capital in the developed countries 
In this classical tradition Marx developed his theory of the fall- 
ing Tendency of the rate of profit on the basis of the changing 
organic composition of capital According to his thesis, capitalist 
development was associated with nsmg constant composition of 
capital with the result (hat surplus value, which was due only 
to the variable capital, diminished in great magnitude And 
since the rate of profit could be found by dividing the surplus 
value by the total capital there has been a continuous tendency 
of fall in the rate of profit Moreover, with the diminution in 
the variable capital the total employment diminished result- 
ing in the fall of income of the labouring masses This m its turn 
led to under-consumption and therefore added anotheri mpulse 
to the fall in the rale of profit The capital was therefore con- 
sidered to be compelled to flow out of the more advanced to 
the less advanced (but advancing) countries where it could earn 
a high rate of profit Recently under the impact of Keynesian 
economics, capital exports have come to be associated with an 
increase in efTcciive demand and employment in the capital 
exporting countries Thus Keynesian economics has given a 
sort of support to the Marxian thesis that the capital from the 
advanced countnes cannot but flow out to maintain a high rate 
of profit and to keep the capitalist system intact 
If there were to be a compulsion of this sort, it would be bene- 
ficial to all concerned and there is nothing bad about it But 
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ihe fact 3S that this sort of compulsion is not obvious at least 
from what has happened m practice in regard to the flow of 
foreign capital The countnes which want to import capital have 
even now to provide incentives and create favourable conditions 
so that capital might be available to (hem Keynesian economics 
■while It provided the explanation for the existence of involun- 
tary unemployment m the lack of effective demand has also 
provided the policies with the help of which the developed coun- 
tries can maintain a high level of employment The real cause 
for foreign investment is not because it is compelled to flow 
out but because it is fundamentally a means of improving the 
distribution and the use of world s productive resources The 
traditional theory of factor proportions is that wherever capital 
is available in greater quantity its marginal productivity js 
Comparatively lower than in the countries where capital is scarce 
and therefore, left to itself, capital will flow from the countnes 
•where u is relatively abundant to the ones where it is scarce 
According to this theory, capital from the advanced capitalist 
Countries should flow to the underdeveloped countries But this 
has not happened Table 1 giving the geographical distribution 
of the US direct capital between 1929 and 1953 shows that 
slightly over half of the total capital of the United States went 
to Canada 

Tabu 1 

geographical DtSTRlBUTTON OF CTS DIRECT PRIVATE 
INVESTMENT 1929 5J 


In millions Shore In 

ojdollars perceniage 



1929 

1953 

1929 

1953 

Tola) US direct 

private investment 

75 

168 

1000 

1000 

I Developed countries 

36 

82 

48 0 

SO 4 

(d) Canada 

20 

52 

27 0 

32 0 

(6) UK 

05 

1 1 

70 

70 

(c) Others 

1 I 

19 

J4 0 

320 

II Underdeveloped countries 

39 

8 I 

52 0 

49 6 

(a) Latin America 

35 

60 

47 0 

37 0 

(b) Middle East 

001 

07 

0 1 

40 

(c) Colonies of West 

02 

06 

30 

40 

European countries 

(d) Others 

02 

08 

30 

SO 
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Table 1 also shows that comparatively a large proportion of 
the US investment Went to Latin America rather than to 
Asian countries The fact that the population of the under- 
developed areas is as much as 1173 million compared to the 
total population of the developed world of 324 million shows 
that the flow of capital has not been according to the traditional 
theory of factor proportions 

Moreover, whatever little capital has gone to the under- 
developed countries, a greater proportion has been used for agri- 
culture and in extractive industries In contrast, the capital 
flowing to the developed countries has been mostly employed 
in the manufactures Table 2 based on the distribution of capital 
between the developed and the underdeveloped countries accord- 
ing to the distribution in various sectors of the economy is 
revealing in that the direct investment in the underdeveloped 
areas has gonemostly into the fields of plantations, oil fields etc 


Table 2 

DISTRIBUTION BV SECTORS OF TOE U S FOREION 
INVESTMENTS 1929 5J 


In billiontofdoVars Shore inperceniete 



1929 

I9S3 

1929 

1953 

I Developed Countries 
(n) Agriculture and 

36 

82 

100 

100 

exiraciive indusiries 

08 

23 

22 

30 

{{>) Manufaciures 

15 

39 

42 

48 

(c) Oihen 

1 3 

1 8 

36 

22 

II Underdeveloped countries 
(o) Agriculture and 

39 

82 

lOO 

100 

extractive industries 

24 

3 1 

60 

62 

(b) Mamifactures 

03 

1 4 

8 

17 

(f) Oihera 

1 2 

1 6 

32 

21 


This does not mean that the traditional theory of factor 
proportion is altogether wrong As we have already noted, in the 
underdeveloped countries there is a great difference between 
the social marginal net product and the individual marginal net 
TjrMiicJ. IXfAlJaw.s.fJii«.tf.«fflirfMWLan.«ny^.<Jniej!i.<.s.»nadft.>n-thff 
social overheads and the foundation for capitalistic develop- 
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raent is laid, individual capitalists will be m a position to start 
innovations and the capitalists abroad would like to send their 
capital to the underdeveloped countries in greater quantities and 
for manufactunng projects But it is not possible for an indi- 
vidual capitalist to lay down such a foundation and therefore the 
flow of capital is bound to be meagre 

There might have been some political reasons also, but one 
of the most important econonuc reasons for the fact that foreign 
capital in underdeveloped areas was generally invested m the 
extractive industries is that there has not been a sufficiently wide 
market for the products of the manufacturing industries More- 
over, during the nineteenth and the early part of the twentieth 
century, there were vigorously expanding markets for primary 
products in the industrially advanced countries of the world 
The result was that private capitalists who were motivated by 
individual profits thought H more profitable to invest m extractive 
industries and produce raw roatenals for the world’s expanding 
markets 

There are some authorities who believe that direct invest- 
ment m the underdeveloped countries has been made with the 
specific objective of sheer exploitation It has been suggested 
that foreign capital m the underdeveloped countries was foreign 
only in the geographical sense of the term , otherwise it has been 
a part of the machinery of the capitalists to exploit wherever it 
was easier for (hem to do Myrdal has suggested that the foreign 
capital which flowed (o the underdeveloped countries was used 
for purposes of building up economic enclaves meant for exploit- 
ing the countnes Such economic enclave, he proceeds to argue, 
were never integrated into the economic system and consequently 
they never brought about any advantage to them He therefore 
advises the underdeveloped countnes lo do away with theenclaves 
and immediately nationalue sudi enclaves as are in existence 
From the narrow nationalistic point of view such an attitude 
might be considered reasonable, but hardly so on economic con- 
siderations We shall have occasion for going into further 
details about the advantages which can be derived from the inflow 
of direct investment, but for the moment it is necessary to point 
out that contact with foreigners, whatever its political implica- 
tions, has always been responsible for the breaking up of the 
feudal society and increasing the spirit for innovations The 
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fact that foreign investments could not penetrate into the intenor 
of the underdeveloped countnes is due to the prevalence of the 
pre-capitahst)c feudal society and the extreme poverty of the 
masses In many of the underdeveloped countnes, for instance 
in India, foreign capital has been associated in the jnmds of the 
people with colonial rule from which the people wanted to free 
themselves In their zeal, therefore, they might want independence 
m all respects, even m cultural and economic relations But 
that IS hardly a rational attitude at present Our Prune Minister 
in a speech on 6 April 1949 about the industnal policy m regard 
to the participation of foreign capital has aptly pointed out 
“The stress on the need to regulate, in the national interest, the 
scope and manner of foreign capital arose from past association 
of foreign capital and control with foreign dormnatton of the 
economy of the country But circumstances today are quite 
differeni The object of our regulation should therefore be the 
utilization of foreign capital in a manner roost advantageous to 
the country " He went on to add “Indian capital needs to be 
supplemented by foreign capital not only because out national 
savings will not be enough for the rapid development of the 
country on the scale wc wish but also because in many cases 
scientiflc, technical and industnal knowledge, and capital equip* 
rneni can best be secured along with foreign capital “ 

It is therefore obvious that foreign capital as such can be 
discarded only at the cost of great harm to the nation But 
pnvate capitalists can be expected to invest primarily for the 
satisfaction of internal wants of the people only if the basis for 
industnal development is laid down which however cannot be 
expected of them The difficulty can be illustrated by means of 
a single example In developed countries where there are many 
capitalists It IS possible for each one of them to spend quite a 
handsome amount of money on. the ttavmng of people Cor tnana- 
genal positions If the people whom they have trained do not 
slay with them there will not be any great harm to them because 
likewise there would be other capitalists who might have train- 
ed some other people and whose trainees imght shift on to these 
capitaluts In this way the change over of the managers and the 
technicians from one firm to the other will cancel each other and 
no individual capitalist would be under a net Joss TJus sort of 
situation does not exist in an underdeveloped country and hence 
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no individual capitalist would be willing to spend any great 
amount on the training of personnel Moreover, the absence of 
such overheads as power plants, railways, roadways, etc would 
act as a great disincentive for the capitahsts to invest Therefore 
while It IS desirable to encourage private foreign capital, it is 
also necessary to incur the initial expenditure in overheads and 
social, general and technical education for the industrial base 
and peovide the incentives to the pnvate capitalists 

The expenditure to be incurred on the facilities to provide 
the developmental base can be classihed into two parts — the one 
which can be commercially considered productive m the sense 
that in the long period il can generate income out of which the 
total cost can be recovered and the other which is highly pro- 
ductive but cannot be considered commercially advantageous 
The first category includes the expenditure on public utilities, 
railroads, highways, electric power stations, irrigation, port 
facilities and the like The second part includes expenditure on 
public health, education and training The second category can- 
not be considered profitable unless it is realized that the human 
capital IS of enourmous importance in the process of economic 
development of a country Most of the underdeveloped coun- 
tries do not have the money which is required for this purpose, 
nor can they borrow u The only way out of this difficulty is that 
grants-in-aid be given by the Governments of the developed 
countries to those of the underdeveloped It is, however, of great 
importance that these grants m-aid be kept strictly separate 
from loans It is unfortunate that the United States, because 
of its past sad experience in foreign lending, has begun lumping 
together grants in-aid and loans gi%en to the underdeveloped 
countries under the liead of American Aid This is very demoraliz- 
ing specially for the underdeveloped countries which become 
carefree after receiving the so called aid and do not apply strictly 
commercial principles for the best utilization of the loans given 
to them because psychologically they considerthese also as grants 
We have noted earlier that the external fund can add to the 
productive capacity only if it is combined with the domestic 
act of savings It is very likely that the loans when they are given 
under the aid may lead to the relaxation of domestic efforts 
at saving Even when the loan is earmarked for a specific purpose 
such a confusion between busmess pnnciples may lead to an 
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unbusinesslike extravapnce on the part of the underdeveloped 
countnes 

It IS also very desirable that these grants be given by inter- 
national agencies lather than by individual governments The 
Committee for Measures for Economic Development of the 
Underdeveloped Countnes has recommended that a UN body 
called the International Development Authority be established 
and be given power to make grants to the governments of under- 
developed countnes for purposes of research and education, 
public health programmes, subsidization of medium and short 
terra farm credit, and improvements of rural public works ‘ 

There are some specific reasons why these grants should be 
given by international agcnciesjather than by individual govern- 
ments First, when grants arc made by individual countnes they 
have an association of some political element Vincr has aptly 
pointed out that government grants or loans cannot be very 
important except for political and strategic considerations 
But strategic considerations are not necessarily the best eco- 
nomic considerations Very often grants based on strategic 
considerations might go to the least efficient governments and 
might not lead to the economic welfare of the people Only by 
insulating the ultimate receivers of financial aid from the con- 
tributors through the formation of an international agency will 
It be possible to remove the political element from the giving 
of grants Secondly, the grants at present are given only by big 
countries like the United States, while it is desirable for all the 
developed countries to contribute something for the welfare of 
the undeideveloped countnes There are some smaller developed 
countnes such as Norway and Sweden which, we are told, would 
like to contribute to the international agency without the burden 
of setting up a separate organization for administering the grants 
And finally, it is only by this measure that the aid coming forth 
would become of some reasonable magnitude Aids which are 
given m small magmtudes are likely to create frustration and 
disappointment rather than encouragement Myrdal has quoted 
Paul Streeten who wrote to him, “Sometimes I think it is not so 
much the absolute level of poverty that makes for Communism 
as, having become somewhat better off, not growing better off 

* Cf ,LIN Department of Economic Affain. Measures for the Economic 
De\elopment of Vnderdeyehped Comstrses, p 85 
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fast enough, particularly if the initial improvement is accom- 
panied by contact with people who arc much better off A httle 
American aid may be a greater force for Communism than none 
which, obviously is no argument against aid ” Myrdal has added 
to it, “But it may be an argument for a truly international aid 
given on a sufficient scale 

The fact, however, is that it is qmte difficult to organize a 
purely international agency USA is so awkwardly big that some 
people fear that it is likely to dominate the international or- 
ganization formed for the purpose But an international agency 
which might maintain independence and objectivity is not 
impossible to form The example of the IBRD is at hand 
It has been able to maintain a considerable degree of indepen 
dence and objectivity and a similar organization can be formed 

Grants, however, can be made only for purposes of general 
education, pubhc health, etc which increase human efficiency 
and cannot be considered purely from a commercial point of 
view But, as we have noted, the wide difference between the 
social marginal productivity and individual marginal produc 
tivity in the underdeveloped countries can be narrowed down by 
investing considerable sums of capital on such overheads as 
power plants development of basic industries and means of 
communication and transport These expenditures be halfway 
between the purely humanitarian considerations and the purely 
commercial considerations m that while they are not commercial- 
ly profitable to individual entrepreneurs, they can become a 
source of good returns over a period of time Such projects 
can be undertaken usefully by the governments of the under 
developed countnes by getting loans from abroad 

Before the Great Depression there used to be an international 
capital market in which both govera/nents and pnvate entre- 
preneurs could easily float loans, but the disintegration of such 
a market which began m mid 1928 affected the borrowing of 
every one During the period of dechnmg business activity and 
prices, the real cost of loans increased considerably because 
of the fixed rates of servicing The balance of payments difficul- 
ties which. Qccured in. most of thftbQccowm€,tyiuntJ3e-sumi:ea.si3i 
the risks to the lender and also complicated the problems of 
repayment The underdeveloped countries, however, were under 
* G MyrdaJ Internafsinal Economy, pp 135 6 
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special difiicullies because in (he international market loans were 

economical to the large and (he better known borrowers 

It has therefore become necessary for the underdeveloped 
countries to borrow either from foreign governments or inter- 
national agencies For the underdeveloped countries it is more 
preferable to borrow from international agencies because they 
have the least political implications (if any), but as we shall see 
these agencies cannot fulfil the primary needs of these countries 
and therefore they have to have recourse to borrowing from 
foreign governments Foreign govcrnmcnls which can lend to 
the underdeveloped countries have established institutions 
through which the loans are disbursed By far the largest institu- 
tion for lending to the underdeveloped countnes so far is the 
Export Import Bank of Washington The Bank was established 
by the United States in 1934 as a government institution to 
finance transactions and projects with foreign countries Its 
mam purpose is to lend for projects which would directly or 
indirectly promote the United States foreign trade It has the 
commercial attitude and the request has to bejust from the point 
of view of capabilities of dollar earnings or savings from which 
the Mtvicing and tepaymem can be made Us loans have earned 
usually a rate of interest between 3i and 6 per cent and the 
loans are advanced for a period up to twenty years 

The Export Import Bank’s activities follow difierent patterns 
They make exporter-credit directly to a government or its 
agents for purposes of importation of equipment and services 
from the United States, and manufacturers who themselves 
participate in the provision of credit Then they advance direct 
loans for financing projects for which the Bank provides capital 
and operational techniques Finally there are ordinary loans 
which are given for the purchase of US equipment in which 
neither the Bank nor the private manufacturers directly parti- 
cipate 

Similar other institutions have been established by the UK, 
Japan and others Bui it is obvious that there are certain great 
disadvantages from the point of view of the underdeveloped 
countries to borrow from such institutions First, such loans 
arc “tied” in the sense that with the help of these loans purchases 
I’a-n irfirfi-e tftli} vn •ceHflftivs5 cw/w-svitd. Tbis. ta 

certain cases, specially in the case of loans from Export Import 
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Bank, the underdeveloped countncs have got to pay more m 
terms of cost than if they could use the credit m other markets 
The restnctions on the free cotivertibihty of the currency also 
make it imperative that the loam are used in such a way that the 
dollar earnings might increase This enforces bilateralism and as 
such the underdeveloped countries are not allowed to reap the 
benefits of the multilateral trading system Moreover, there are 
many countries which producee xcellent equipment useful to 
the underdeveloped countries but they do not have sufficient 
credit to give to the underdeveloped couatnes In this way, the 
underdeveloped countries cannot get the advantage of such 
equipment If such institutions are internationalized as a step 
to the formation of the international capital market it can greatly 
lead to the advantage of the underdeveloped countnes and the 
expansion of world trade 

Because of the disadvantages associated with the loans from 
governmental institutions the underdeveloped countnes have a 
tendency to approach the IBRD for loans As the International 
Bank has pointed out in its memorandum on financing econO' 
imc development submitted to the UN secretarial investi- 
gation on Methods of Financing Development m Under- 
developed Countnes, "One of the basic purposes of the 
International Bank for Reconstruction and Development as 
stated m its articles of agreement, is the encouragement of the 
development of productive faalities and resources in less develop- 
ed countries The Bank therefore has been continuously taking 
interest m the development of underdeveloped countnes It 
initially started its lending for the reconstruction of Europe 
Since 1952, the great emphasis has been on lending to under- 
developed countries South East Asia has considerably increased 
its borrowings, and India has emerged as the largest of the 
Bank’s debtors over the past five years The Bank has also 
accelerated its lending to Latin Amenca, Asia, and Afnca 

Being a development bank its lending has necessanly been 
on the long-term basis and it has also gamed experience in 
matters of technical assistance insofar as it is concerned with 
formulating con^nrehensivc economic development prcjgramme^. 
administrative skill and engineering capabilities The Bank 

*UN Department of Economic Affaiis Mtlhods of Financing Economte 
Development m Underdeveloped Countnej d^e Success, NY 1949), p 89 
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advances loans for some specific projects but il insilsts that the 
project must be considered as part of the organic whole of the 
economy 

As an international institution the Bank has been primarily 
concerned with providing stimulation to foreign investment by 
mobilizing capital from the capita! exporting countries and 
lending it to the capital importing countries The greater propor- 
tion of the capital in the past has come from the USA but it is 
now coming increasingly from other countries as well 

The Bank has to see to it that it advances credit only when no 
other source of finance is available There arc certain kirds 
of projects in the underdeveloped countries, for instance, 
transportation and communication, power, irrigation, land 
reclamation and others that arc absolutely essential for the 
development of the economy Yet private capital would not 
be forthcoming for the development of such projects as the 
amount of capital required for them is enormous and returns 
accrue after a long pienod Development of these projects, as 
the Bank has pointed out m its third annual report, is not 
only essential for a well balanced development of the economy 
but is also a pre-condition for the investment of private foreign 
capital Since private capital for such projects would not be 
forthcoming, the Bank feels that this is the type of development 
that is most apt to acquire assistance from the Bank either m 
the form of direct loans or of guarantees 

Since the Bank's attitude (o^^a^ds lending is that no country 
should borrow mote than ii can usefully utilize and repay, m 
the earlier jears the Bank was very sceptical about advancing 
loans in the absence of comprehensive plans by the underdevelop- 
ed countries In the fourth annual report it suggests that the 
principal limitation upon the Bank financing the development 
programme has not been the lack of money but the lack of 
well prepared and well planned projects ready for immediate 
execution It wasfeh that In the best of circumstances develop- 
ment IS not something which can be sketched on the drawing 
board and then translated into reality simply through the provi- 
sion of finance ” 

With the beginning of comprehensive planning in most of the 
underdeveloped countries however, the Bank, has begun advanc- 
ing loans for their projects But before the loan is made the 
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Bank exannnes the principal plans to see whether any improve- 
ments in the early specification can be made This preparatory 
study IS sometimes very useful, for instance, the exchange of 
ideas between the Bank and the Indian Iron and Steel Company 
resulted in the conclusion that the addition of a new coke oven 
to the Company’s construction programme would make it 
possible and useful to retain and modernize two blast furnaces 
that otherwise would have been abandoned 
The policy of the Bank’s lending and its limitation to loans 
is directly governed by its character The Bank can normally 
lend only against specific projects and it would limit its financing 
only to the extent of the foreign exchange component The first 
condition requires that the borrowing country must provide 
justification for the project and accept the condition of the 
Bank’s supervision risht through its completion The second 
condition is that the Bank would not g/ve more than what was 
needed for the import of capital equipment and technical 
services The people of the underdeveloped countries some- 
times irrationally take the first condition to be an inter- 
ference from outside although it is to their avdvantage that 
a competent authority like the Bank should be interested in 
the general supervision of the project The second condition is 
rightly criticized by some competent authorities For instance, 
the Committee for the Measures for Economic Development 
of the Underdeveloped Countries pointed out 

the IBRD attaches excessive importance to the foreign 
currency aspect of the development In our judgement, what 
IS more important is to build up the capacity to produce goods 
and services The Bank should start from this point, rather 
than a measurement of the foreign currency needs And if 
development succeeds the transfer problem of meeting the 
debt charges should take care of itself At present, the Bank 
puts the cart of foreign exchange difficulties before the horse 
of economic development* 

Since the Bank already takes into consideration the credit- 
worthiness of the borrower while approving the project for 
development, a second condition, namely, of the foreign 
‘/ill/, p83 
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exchange component is unnecessaiy The Bank’s insistence on 
this condition is based on the argument that the internal savings 
should form at least about one half of the total cost of the project 
It has often been pointed out that the external capital should 
be considered only as a supplement to the internal efl'orts at 
savings, and that a major part of finance should come from the 
internal resources Moreover, there is the administrative con- 
venience in that the Bank can easily supervise the disbursement 
of loans and release foreign exchange only against approved 
expenditures The Bank however has not rigorously held to the 
position that it should supply no local currency In the fifth 
annual report, it has laid down three conditions for the giving 
of loans in local currencies They arc, (a) if the project to be 
financed is of such economic urgency that the country's ability 
to undertake foreign borrowing would be better utilized in 
financing the project rather than in financing the foreign exchange 
cost of the alternative project, (b) if the local currency cost of 
the project cannot possibly come out of the internal resources, 
and (c) if It IS apparent that unless the foreign exchange is avail- 
able for purposes of importing the consumers goods or new 
materials, the local currency expenditures involved in the project 
would lead to inflationary pressures 
The rate of interest charged by the Bank is the same irres- 
pective of the differing crcditwerlhincss of different countries 
The rate of interest charged is related to the one which the Bank 
would have to pay if it were to make a bond issue of similar 
maturity in Wall Street To this are added J per cent administra- 
tive charges and one per cent commission charges Thus the rate 
of interest charged has been between 4 and 6 per cent As a 
matter of fact, this charge of one per cent commission is rather 
excessive in view of the fact that the underdeveloped countries 
cannot afford to pay a high rate of interest, specially when 
they have to have loans from the IBRD to be spent on over- 
heads whose returns are available only after a long period and 
are rather uncertain The one per cent commission is justified 
by the Bank on the ground that there is a fear of default 
in the case of many underdeveloped countries and that there 
must be a liquid reserve against that Strict commeraal policy 
demanos that tlie Bank sdoulif cliarge liigfier rate irom iliose 
countnes where the fear of default is great and creditworthy 
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countries such as India should not suffer on account of that 
It IS however to be noted that so far the Bank’s policy has been 
to advance loans for purposes of building tip the overheads and 
It has not lent to the development of other induslnes This is 
due to the fact that government guarantee is needed for the 
loans advanced by the Bank to pnvate firms which neither the 
firms like, as it means govenunent’s interference into their 
affairs, nor the governments are prepared to undertake because 
they do not want to increase their credit responsibilities in regard 
to j)rivate business Moreover, the Bank is not willing to finance 
manufacturing industries under government ownership This 
IS because the Bank realizes that although expenditure on over- 
heads IS necessary for the development of any industries in the 
country yet it is not necessary for the governments of the under- 
developed countries to have all the industries under their control 
There is a great force inherent m the decentralized industrial 
system to generate economic development, yet, the strict attitude 
of the Bank in not providing finance to public enterprise of any 
sort can hardly be justified Caitn Cross aptly pioints out 

A European observer, living m a mixed economy, cannot 
altogether share the ideological hostility of the Bank to public 
enterprise m manufacturing industry, although he may recog- 
nize Its imperfections, and the Finance Minister— and still 
more the Central Bank — of an underdeveloped country may 
see inconveniences in relying too exclusively on pnvate foreign 
investment for the development of new industnes These are 
large matters The Bank much too intelligent to see the 
issues in black and white, and its bias rests as heavily on 
experience and actual conduct of industry in underdeveloped 
countries as on the economic philosophy natural to Washing- 
ton » 

Recently it has been realized that the criticisms which are 
levelled against the lending operations of the IBRD and the 
IFC, regarding the high rate of interest, the repayment in 
dollars and the Bank's polxy of not leading to industrial enter- 
prises in the public sector, are justified to a great extent The 
‘ Alec Caim Cross, "The International Bank for Reconstruction and Deve- 
lopment”, Essays in Iniernaiional Financf, No 33. March 1959, p 22 
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United States therefore has proposed in the last Bank Fund 
meeting held in Washington towards the end of September 1959 
the establishment of the International Development Associaton 
to be affiliated to the IBRD to fill the important herd of the 
development of underdeveloped countries By providing loans 
repayable in local currency and at the rate of interest of nearly 

per cent (as against that between 4 and 6 per cent charged by 
the Bank) it is likely to accelerate the economic development 
of the underdeveloped countries One feature which will be most 
interesting to the Governments of the underdeveloped countries 
IS that the Association should also be empowered to lend (o pro- 
jects in the public sector 

Throughout Us operation ji has been the Bank's policy to 
advance loans only in the case of projects for which loans cannot 
be obtained from private sources on reasonable term# and where 
there are reasonable prospects for the repayment of the Joans 
The Bank also realizes that the flow of private capital would not 
bj forthcoming ttnlcss a. tot of money » spent on overheads for 
which the Bank is always prepared lo assist prov ded at least an 
equal share of capital is forthcoming from domestic savings It 
has specifically been pointed out in the fourth annual report that 
in the judgement of the Bank foreign financing should be derived 
mainly from private sources, because m the long run it is only the 
sustained flow of private capita] which can help the development 
of underdeveloped economics to any significant extent In 
particular it is plainly desirable that direct private imesimenis 
on mutually fair terms be the major source of foreign capital 
for development in order to jsoid an undue burden of fixed 
charges and more important lo take advanalge of the essential 
technical and managerial skills which are normally associated 
with such investmenis and often are not obtainable m any 
other way ' ’’ 

The Bank has also been providing facilities for the flow of 
private capital One way of such assistance has been that it has 
helped to set up development banks for the purpose of assisting 
induslrialization The Bank prefers that such institutions when 
they are established must be run either as pruaic corporations or 
with representatives drawn from private industries For instance. 
It has encouraged the establishment of the Industrial Credit and 
np £•/; p n 
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Investment Corporation of India Ltd by contributing capital 
worth $ 10 million m various currencies for the purchase of 
imported material, equipment and services This is a privately 
sponsored institution for purposes of assisting in the creation, 
expansion and modernization of private enterprise, encouraging 
the participation of internal and external private capital and also 
private ownership of industrial investment The Government of 
India has also agreed to advance a sum of Rs 7 5 crores free 
of interest We shall have occasion to disucss the functioning 
of this Corporation jn our discussion on Indian economic deve- 
lopment At present, it can be mentioned that the IBRD has 
made no absolute rule that it uoutd not provide assistance to the 
developmental banks owned by governments provided these 
government owned institutions encouraged free enterprise 
A very important mstutition established by the Bank as an 
affiliate to it for purposes of stepping up the flow of private 
capital to the underdeveloped countries is the International 
Finance Corporation set up m July 1956 This Corporation 
invests in productive private undertakings in the form of deben- 
ture capital m association with private entrepreneurs The mam 
aim of the Corporation is to stimulate and help create conditions 
which will make internal and external private capital flow into 
productive enterprises The mvcslmenis to be made by the 
Corporation will be without any governmental guarantee This 
facilitates to a great extent private investment because unlike the 
loans of the IBRD pruatc investors do not have to look for assis- 
tance from the government for the giving of guarantees which in 
most cases they are reluctant to provide Although the Corpora 
tion can invest in any kind of pnvate enterprise for instance, 
agriculture, financial or commercial undertakings, yet its mam 
emphasis is on the development of pnvate industry One very 
important thing to be noted is that the Corporation is not exempt- 
ed from the foreign exchange regulation in matters of transfer 
of earnings and the repayment of the principal In this way the 
Corporation has been treated as pnvate miestors in general 
During the first two jears of its operation the Corporation has 
not made any great amount of investment But there is a possibi- 
lity that Its activities would be accelerated because it can make 
loans in local currencies and therefore free the borrowers from 
the dilficulty of repayment due to the shortage of dollars 
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The BanV. has also facjlilated the flow of private capital b> 
having a close relationship beiwcen the Development Loan 
Fund of the United States Government and its operations 
The Development Loan Fund is designed to make loans repayable 
in the local currency of the borrower These loans have been 
made to projects which arc being partially financed by the Bank 
Thus the Bank by thoroughly investigating the project facilitates 
the advancing of loans by the Development Loan Fund, and the 
Development Loan Fund gives the borrowing countries the 
advantage of increasing the foreign exchange they can borrow for 
development without increasing the debt service burden on iheir 
future balance of paymenis 

On the whole, therefore, it is quite cleat that although grants 
and loans from governmental and international institutions can 
lay the foundation for the development of an urderdevcloped 
economy they cannot by themselves lead to the growth of econo- 
my as such It has been aptly pointed out that the underdevelop- 
ed counines will have ic make a great effort in mobilizing the 
internal resources for their development Foreign capita], how- 
ever, if made available under appropriate conditions can acce- 
lerate the process of economic development The grants and loans 
from inter governmental and international agencies provide 
conditions under which the flow of internal as well as external 
capital for productive enterprises can easily come forth The 
external capital can be available in two forms— either as direct 
investment or in the form of portfolio capita] Without any 
participation in the control of business 

The direct investment capital has got certain advantages 
It IS imbued by profit motive and therefore it is likely to be 
productively employed By re-invesimg its capital it can expand 
considerably the industry m which il is employed It not only 
increases capital and enterprise but also brings with it modern 
technology and eflicient managenal skill On the whole it can be 
considered to be a reliable index of the economic prospect of the 
local economy One thing which is very certain about this type of 
capital IS that it creates real addition to the productive capacity 
which may not take place in the case of loans It is because one 
cannot be quite sure, when the loans are available from the exter- 
nal sources, that the internal efforts at incrasmg the savings 
would not be relaxed From the point of view of business fluctua- 
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tions direct investment has got the advantage that it does not 
impose any rigid conditions about interest and amortization and 
as such does not create foreign exchange difficulties specially 
during periods of depression The spread of capitalist conditions 
initiated by foreign capital leads to the development of internal 
talents of managerial skill and enterprise They induce the 
people, so to say, to become more enterprising 

In spite of all these advantages the underdeveloped countries 
do not look favourably towards this type of investment Some- 
times their attitude is quite rational In the past, direct private 
foreign investment m the underdeveloped countries had often 
been associated with the spirit of colonialism and imperialism 
Further, m the nineteenth century because of the poverty of local 
consumers and also because of the expanding markets for the 
primary products most of the direct foreign investment had gone 
into the extractive industries leading to undue exploitation of 
resources Although there are certain benefits associated with it 
specially in that foreign mveslmeni was responsible for break- 
ing up the feudal society it could not develop the spirit of 
capitalist enterprise 

It IS also possible that private foreign investment may not 
fulfil the requirements of the economy and lead to a lopsided 
economic development which may even become an impediment 
for the further progress of the economy The greatest difficulty 
about such investment is that it would not be forthcoming unless 
the return is quite high It is well known that in the United States 
investment in good industrial equities brings forth a rate of 
profit of at least 6 per cent If the underdeveloped countries 
want to attract capital they will have to yield a return of 
at least 10 per cent 

It IS therefore, obvious that although direct foreign invest- 
ment leads to certain advantages it cannot be of any great use 
unless it is regulated in the national interests of the underdevelop- 
ed countries The object of the regulation, however, should be 
the utilization of foreign capital in a manner which is advanta- 
ous to both the country and the investors 

The difficulties which are created against the internal capital- 
ists are likely to create very unfavourable conditions for the 
outsiders whose capital is liable to greater risks According to a 
report by a League of Nations group of experts m 1945, the chief 



74 INDIA’S ECONOMIC DEVELOPMENT 

obstacles to the inflow of direct pnvaje foreign investment are: 
(ii) lack of equality in access to law and fear of arbitrary behaviour 
by the administrative authority, (h) double taxation, (c) fear of 
discriminatory taxation, (d) compulsory reinvestment of profits, 
<e) compulsory participation with domestic capital, (f) inflexible 
provision regarding the employment of foreign personnel, (g) 
restriction on the ownership of land, mineral deposits, etc , (h) 
restriction on transfer abroad of profits, and (i) lack of assurance 
of appropriate compensation in the event of nationalization and 
expropriation ’ 

U may be noted that the last two obstacles can be said to be 
the fundamental ones If direct foreign investment is to parti- 
cipate in the process of economic development of an under- 
developed country « must be assured that it will have the facility 
of taking away at least a reasonable part of profits to its country 
and that in the event of nationalization fair compensation would 
be paid to them The capital importing countries are required 
to give guarantees for these purposes However, the ability to 
fulfil the comitments depends on the future balance of pay- 
ments position In the case of equity capital, since its return 
V aries according lo the variations m business conditions it ts sa d 
that It avo ds the balance of payments diihculiy Hut that in its 
turn involves a higher rate of return which means a great cost 
to ihe underdeveloped country 

Sometimes it is suggested that ihc underdeveloped countres 
should give only partial guarantees and that the governments of 
the capital exporting countries should provde the rest of it 
This pattern was followed in Ihe case of European Recovery 
Programme in which the USCo'ernment prov ded the guarantee 
But this means a greater control and supervision of the econom c 
aftiars of ihe underdeveloped countries by the governments of 
the capital exponmg countrin The underdeveloped countries 
with the recent memories of colonialism and imperialism would 
not like this sort of interference 

The Prune Minister of India in his policy announcement on 
6 April 1949 about the partiapation of foreign capital in Indian 
business enterprise has given an assurance to the foreign invest- 
ors that the Indian Govenuneflt would put no hindrance to 
Cf UN Dfp’rimem of Econom c Affairs Method: of Firn^cn s tcoPom f 
Detelopitient in Lnderdeieloped Coumnei (Lake Success N Y 1549) p 9? 
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their earning profits in India and transfering them to their 
countries within the possibilit} of the ataiJnbilil) of foreign 
exchange, and whenever a foreign enterprise is nationalized 
compensation on a fair basis would be paid More specifically 
he said 

In the first place I would like to state that Government would 
expect all undertakings, Indian or foreign, to conform to the 
general requirement of their industrial policy As regards exist- 
ing foreign interests, Government do not intend to place any 
restrictions or impose any conditions which are not applicable 
to similar Indian enterprise Government would also so frame 
their policy as to enable further foreign capital to be invested 
in India on terms and conditions that are mutually advanta- 
geous 

Secondly, foreign interest would be pemutted to earn profits, 
subject only to regulations common to all We do not foresee 
any difficulty m continuing the existing facilities for remittance 
of profits, and Government have no intention to place 
any restriction on withdrawal of foreign capital imestmcnts, 
but remittance facilities would naturally depend on foreign 
exchange considerations If however any foreign concerns 
come to be compulsorily acquired Government would prov de 
reasonable facilities for the remittance of proceeds 

Thirdly, if ard when foreign enterprises are compulsorily 
acquired, compensation wrill be paid on a fair and equitable 
basis as already announced in the Government s Statement 
of Policy 

In the industrial policy announced earlier in 1948, however, 
it was mentioned that effective control of the Indian enterprise 
would be kept m the hands of Indians This means that whereas 
foreign investors would be encouraged to participate in Indian 
enterprise and would also be allowed to keep control for a limit- 
ed period of time the policy would be to eventually transfer the 
controlling power to Indians The foreigners would also be 

quisite skill arc not available but they would be required to tram 
Indians as quickly as possible 

One interesting feature of fore gn entcrpri'c is that the> invoke 
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internal capitalists to combine with them In India where private 
capital has been notorious for its shyness it has been forthcoming 
in great quantity specially in partnership with foreign investors 
In order to offset the dangers of direct foreign investment 
new forms of organizations have recently come info being in 
which foreign investors, local governments and sometimes local 
investors participate together The idea of such a joint venture 
IS that the technical knowledge and skill which are associated 
with private foreign investment be transferred as soon as possible 
to the local people and at the same time to keep the effective 
control of the enterprise in the hands of the local government 
and entrepreneurs In India, for instance, Government have 
enlere into partnership with foreign private capital in several 
manufacturing undertakings such as Iron and Steel Plants. 
Fertilizer Plants and the Heavy Electrical Equipment Factory, 
ome imes it is suggested that this form of organization is not 
without Its disadvantages in that too much participation of the 
local personnel at the early stages of industrialization may 
increase the cost and that pariicipaiion of the Government may 
involve some non-economic difficulties But these disadvantages 
seem to be insignificant as compared to the enormous benefits 
ic can be derived from the sound development of such 
organizations 


The other form of private foreign capital is portfolio invest- 
ment It IS more acceptable to the underdeveloped countries 
because of its lower cost in terms of the rate of interest and 
grea er control by ihe local enircprcneurs But it has got a 


great disadvantage in that it i 


. - - "“t accompanied by the tech- 

ogy an managerial skill and as such might involve higher 
real emts m Ihe earlier stage, of econoinic development when 
t IS a great lack of technology and managerial skill 
On Ihc other hand it means greater freedom m matters of 
economic activities and also greater responsibilities to do things 
in our own ways Both direct and portfolio investments have 
their advantages and disadvantages, and it Is a matter of choice 
for an underdeveloped connlry how much of what type of capital 
it Will like to have 


It Will not be out of place to discuss briefly Ihe Point Four 
Programme before we close this chapter This programme of 
international cooperation for providing technical assislance 
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for economic development to the underdeveloped areas came 
into existence with President Truman’s inaugtiral address on 
20 January 1949 Taken in parts it runs as follows 

we must embark on a bold new programme for making 
the benefits of our scientific advances and industrial progress 
available for the improvement and growth of underdeveloped 
areas 

The United States is pre-eminent among nations in the 
development of industrial and scientific techniques I believe 
that we should make available to peace lovmg peoples the 
benefits of our store of technical knowledge in order to help 
them- realize their aspirations for a better life And in co- 
operation with other nations, we should foster capital invest- 
ments m areas needing development * 

TYie words “bold new programme” had /ed many under- 
developed countries to expect too much from the USA by way 
of technical assistance m the form of grants And when an 
appropriation of only 24 9 million was made for the first jear s 
spending, many of them felt a setback In fact the President 
in his speech had made it clear that the material resources which 
could be made available for the technical assistance of other 
peoples were limited la the elaboration of the programme it was 
made very clear that the Point Four Prograrnme would help 
the underdeveloped countnes to help themselves to progress 
The cost of the programme would be a modest one and it would 
meet only the salaries of the technicians, sttidents and expert 
staff sent to the beneficiary counlncs The effect of the efforts 
of such technical staff would be multiplied many times as they 
stimulated productive activity on the part of the underdeveloped 
countries It was mentioned very clearly that the programme 
\\ouId not involve any transfers of commodities or financing 
the construction of projects 

The Point Four Programme in its broad perspective was to 
be an effort on international cooperative basij to elevate the 
conditions of underdeveloped areas, and the United States was to 
be one of the participants To put it in President Truman’s words, 

" Commiitce on Foreign AffaiR Poinl Four Programme Iniernational 
Teclnlcal Ccoperotlon Act of 1949 (Washington 1949) p21 
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“We invjtc olher countries to pool their technological resources 
in this undertaking Their contnbulions will be warmly welcomed. 
This should be a cooperative enterprise in which all nations work 
together through the United Nations and its specialized agencies 
wherever practicable It must be a world-wide effort for achieve- 
ment of peace, plenty and freedom ”* 

Accordingly the United States Government asked the Eco- 
nomic and Social Counal of the United Nations to consider 
what the UN and its specialized agencies could do in this respect 
The UN drew up schemes to be implemented through its agencies 
for development of industry, labour, agriculture and scientihc 
research with respect to natural resources and fiscal manage- 
ment The total cost of the programme for the first year was 
cstintated at S85 million The contributions by the member 
countries of the United Nations were voluntary, but no stipu- 
lations by the conmbuung governments regarding the use of 
the funds were permitted The contributions were allocated to 
and spent by the specialized agencies of the United Nations to 
help the needy countries at their request in their special field 
These agencies namely, the Food and Agnculiure Organization, 
the World Health Organization, the United Nations Educntional. 
Scientific and Cultural Organization, the International Labour 
Organization, the Iniernaiional Civil Aviation Organization, the 
International Tele-Communicauons Union and the World Meieo* 
rological Organization, provide technical assistance to member 
countries The programmes arc mainly concentrated on the 
dissemination of improved techniques in the fields of health, 
education, agriculture and public administration The INlT 
makes its contribution to the programme by providing technical 
assistance to the members on their financial policies and problems 
without any publicity 

In addition to participating in the International Technical 
Cooperation programme through the UN and its agencies, the 
United States provides technical assistance directly to the coun- 
tries needing it on bilateral basis In these dealings there is no 
seope for “Dollar Imperialism” 

The Point Four Programme which seeks to encourage the 
process of economic development of the underdeveloped coun- 
tries IS a dynamic and a contmumg programme The aid through 

p 21 
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this programme roughly falls into two categories First is the 
technical, scientific and managenal knowledge -jiecessary for 
economic development including technical advice in such 
fields as sanitation, communications, road buildings, govern 
mental services and in planning for long range development 
Secondly, there is the need for producer goods — machinery and 
equipment and technical assistance — for the development of 
productive enterprises For the creation of overheads and social 
capital there is the need m underdeveloped areas for provision 
of capital The International Bank for Reconstruction and 
Development and the United Stales Export Import Bank have 
taken up this task m part But there still remains a great need to 
create favourable conditions for increasing the flow of foreign 
capital The two problems of providing technical assistance for 
the general development of the underdeveloped areas and of 
encouraging the flow of productive capital to them are closely 
interrelated President Truman m his message to the Congress 
on Point Four legislation stated m clear terms that a bolder 
policy of foreign investments should be adopted 

Many of these conditions of instability in underdeveloped areas 
which deter foreign investment are themselves a consequence 
of the lack of economic development which only foreicn invest 
ment can cure Therefore, to wait until stable conditions are 
assured before encouraging the outflow of capital to under- 
developed areas would defer the attainment of our objectives 
indefinitely It is necessary to take vigorous action to break 
out of their vicious circle’* 

The primary beneficiaries of the Point Four Programme are 
the underdeveloped areas who are keen to utilize their material 
and human resources more efliciently to raise their own standard 
of living But along with the world economy, the United States, 
the originator and a major partiapant in the programme, also 
stands to benefit The programme will help utilization of 
minerals and raw materials in the underdex eloped areas, and thus 
quite a number of malcnals which are in storage all o^e^ the 
world will be available in greater supply Simultaneously it will 
provide purchasing power to the underdeveloped areas for the 
p 
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purchase of capital goods which are needed for their economic 
development Finally by helping the industrial progress of the 
underdeveloped areas it would faalitate the carrying out of 
foreign trade on an enlarged scale 



CHAPTER IV 

INDIA’S ECONOMIC DEVELOPMENT 
DURING THE FIRST FIVE YEAR 
PLAN 


It would be useful to start with a consideration of the econonuc 
conditions in India right after Independence Perhaps the most 
reliable source of information in this respect is the first report 
of the National Income Conuniitee appointed on 4 August 1949 
which furnished the Government with an estimate of the national 
income for 1948-49 The national income of the Indian Umon 
(net national output at factor cost) for the year 194849 was 
estimated by the Committee at Rs 8,710 crores Smee the estima- 
ted population in 1948 was 341 nullion the national income per 
capita came out to be Rs 255 Table 3 shows the national 
income of the Indian Union in 194$ 49 industry-mse according 
to its origin 

Tabu 3 

NATIONAL INCOME OF THE INDIAN UNION 1M849 
(by industrial ongin) 


JUm 

Net output 

Number 
of persons 
engaged 
(fakfis) 

Net output 
per person 
(ifiousands 
of rupees) 

(frorrs of 
rupees) 


1 Agriculture 

4.150 

47 6 

905 

05 

2 Mining manufacture and 

hand trades 

1,500 

17 0 

187 

08 

3 Commerce, Transport and 

CommuiucatioD 

1,700 

19 5 

107 

I 6 

4 Services 

1,360 

15 9 

128 

1 1 

S Net national output at 

factor cost 

8 710 

1000 




The absolute importance of agnculture m the Indian economy 
is shown by the fact that the largest number of people 
(905 lakhs) were engaged in agriculture and were producing pro- 
ducts worth Rs 4,150 crores This means that nearly 48 per 


81 





8> INDIA S ECONOMIC DEVELOPMENT 

cent of the total national income came from agriculture Yet 
It 15 at the same time obvious that the productivity per person 
in agriculture has been the lowest Next in importance from 
the point of view of the contribution to national income was 
commerce transport, and communications which gave rise to 
about 20 per cent of the national income as compared to mining 
and manufacturing which in spile of the larger number of people 
engaged produced only 17 per cent of the national income 
A further break up of the origin of national income has been 
given in Statement I which shows that the net output per person 
engaged in the railways and communications was greater than 
in banking, insurance and commerce It may also be noted that 
m the category of mining and manufacturing, small enterprises 
had greater importance from the point of view of employment 
as well as of total net output Yet productivity per worker in 
the small enterprises was Jess than even half of that in mining 
and roanufactunog (For Statements, see pp 135 60) 

This shows that Indian economy had not reached the stage 
where the free forces of capitalist economy work Although 
agriculture was the most important occupation there has been 
nothing like an agricultural revolution which had preceded 
the industrial revolutions in almost all cases In the matter 
of industries the relative backwardness of the country is obvious 
from the predorainanily greater importance of small enterprises 
Even the mercanti e capital did not make any great headway as 
IS evident from the relatively greater importance of railways and 
communications rather than banking insurance and commerce 
This leads one to suspect that in any comprehensive planning 
efforts could have been made (o develop both agriculture and 
industry It was not a question of either agriculture or indus- 
try but since both of them were underdeveloped it was necessary 
to stimulate the progress of both For the stimulation of pro- 
gress, however, there was a great necessity for building up power 
projects, developing means of communication and for the build- 
ing up of social overheads on which a sound base for the develop- 
ment of agriculture and industry could be established 
It was with this perspective in mind that India agreed to 
cooperate with the South East Asian countries on the programme 
evnjmjimir at Ahe £<nnHTUww«nUl' 

Ministers’ Conference held at Colombo in January 1950, com- 
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monly known as the Coiombo Plan The mam object of thjs 
plan was to stimulate the productive capacity of the countries of 
South and South-East Asia A permanent Consultative Committee 
of the Commonwealth Governments was formed to recommend 
from time to time the extent of financial and technical assistance 
to be given to individual countries The plan in the first instance 
was estimated to cost £1,868 million spread over a period of six 
years that is, 1951-57 covenng India, Pakistan, Ceylon, MaJaja, 
and British Borneo The country-wise break-up of the expen- 
diture has been shown m Table 4 


Table 4 

COUNTRY-WISE BREAK-UP OF EXPENDITURE 
(in million £) 


hem 


Pahf 

Ceylcn 

Mold} a 
and 
' Bniish 
Borneo 

Total 

Per- 

eenfoge 

Agriculture 

Transport and 

4S6 

88 

38 

13 

595 

32 

communications 

527 

57 

22 

2) 

627 

34 

Fuel and power 

4J 

51 

8 

20 

122 

6 

Industry and minine 

135 

53 

6 


194 

10 

Social capital 

218 

31 

28 

S3 

330 

18 

Total 

1.379 

280 

102 

107 

1,868 

100 


The programme for India included the multipurpose projects 
of Damodar Valley, Hirakud and Bbakra Nangal, the integrated 
production programme for food grams, cotton, jute and other 
crops, the development of transport facilities and, the public 
health and education schemes 

It was proposed that every country would contribute about 
42 per cent of the cost from her internal resources Part of 
the external finance m the case of India wa$ proposed to be 
met by the release of sterling balances (which India had 
accumulated during World War II) to the extent of £ 211 
.million The rest was to be financed Ijv loans andjirants.from 
other governments or international institutions, or by an inflow 
of private foreign capital The Colombo Plan officially came 
into effect on 1 July 1951. 
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However, since the discussion was going on much earlier and 
the Government of India had to submit her development schemes 
to be integrated in the Colombo Plan it became necessary for 
the Government of India to make a careful appraisal of the avail- 
able resources and an objective analysis of the economic issues 
involved This led to the appointment of the Planning Com- 
mission whose personnel and terms of reference were announced 
on 15 March 1950 In July 1951 the Commission published the 
draft outline of the First Five Year Plan covering the period from 
1951-52 to 1955-56 with an estimated expenditure of Rs 1,493 
crores distributed among the vanous items as under 

(Jls erores) 


Agriculture and 


Community Development 

192 

Irrigation and Power 

450 

Transport and Communications 

388 

Industry 

lOI 

Social Services 

254 

Rehabilitation 

79 

Miscellaneous 

29 

Total 

1,493 


While the draft of the plan put the main reliance on internal 
resources for the financing of economic development yet the 
realistic attitude which was shown in the formulation of the 
Plan generally improved the prospects for foreign aid both official 
and private It was also possible for India to present a more inte- 
grated scheme for the six year Colombo Plan at the first meeting 
of the Colombo Plan Consultative Committee held in Karachi 
in March 1952 India’s revised six-year Colombo Plan involved 
an outlay of Rs 2 333 7 crores as against Rs 1,839 6 crores 
which was previously planned for Out of the total outlay of 
Rs 2,333 7 crores India agreed to raise as much as Rs 1,551 
crores from internal resources leaving a gap of Rs 782 7 crores 
to be provided by external aid 
The draft outline led to discussion m various sectors of the 
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country and ultimately the First Fne Year Plan m its final shape 
was published While the total eigieaditure involved was raised 
from Rs 1,493 crates (as mentioned in the draft) to Rs 2,069 
crores in the final Plan, the distnbution of expenditure among 
the various heads did not show any fundamental change in the 
matter of priorities Table 5 showing the comparative distri- 
bution of expenditure between the draft and the final Plan on 
various heads indicates the maintenance of priorities 

Table 5 

DISTRIBUTION OF EXPENDITURE IN THE DRAFT 
OUTLINE AND THE FINAL PLAN 
fin CTOrcs of lupees) 



First Fne 
Year 

Plan 

Draft 

outline 

Percentage 
in the First 
Fitf Year 
Plan 

Percentage 
in the 
Draft 

Agriculture and Com 
munity Development 

360 

192 

174 

12 8 

Irrigation and Power 

S6I 

450 

27 2 

30 2 

Transport and Com 
munications 

497 

388 

24 0 

261 

Industry 

173 

101 

84 

67 

Social Services 

340 

254 

164 

170 

Rehabilitation 

85 

79 

4 1 

53 

Miscellaneous 

53 

29 

25 

19 

Total 

2 069 

1493 

1000 

lOOO 


The figures given in Table 5 show that the outlay of the public 
sector detailed as much as 69 per cent of the total expenditure 
planned for agriculture, imgalion and power transport and com- 
munications which was necessary for more intensified industnal 
development at a later stage The high priority given to agricul- 
ture and basic services inevjtabJyliinited the powers of the public 
sector to participate in industry As a matter of fact industrial 
development was to be left to the pnvate sector by the internal as 
well as the external entrepreneurs This was exactly in accordance 
with the Schumpeterian system with the difference that in the 
case of the Schumpeterian system (which primarily explained 
the functioning of the system of a well organized society) there 
was no need for expenditure by the Slate on overheads and the 
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capitalists could themselves bnng about economc development 
by means of innovations, whereas in India public expenditure 
was needed to give a sort of push to the economic activity and 
to the productive potential of the community in the wide sense 
In other words, public expenditure was meant to add to the 
productive potential in both the private and public sectors 
Viewed from this angle the Planning Commissionenvisaged the 
significance of the total outlay of Rs 2 069 ciotes from the 
following rough classification 

(Rs crores) 

1 Outlay which will add to the stock of 
productive capital owned by the Central 

and State Governments 1,199 

2 Outlay which will contribute to 
building up productive capital in the 
private sector (Rs 396 crores) 

(a) Expenditure on agricultural and 
rural development (excluding com 
munily projects and provision for 


scarcity affected areas) 244 

(6) Loans for Transport ard Industry 47 

(c) Provision for stimulating local 
development (community projects 
and local works) 105 

3 Outlay on Social Capital 425 

4 Outlay unclassified above (including 

provision for scarcity affected areas) 49 

Total 2 069 


Thus neatly 60 per cent of Uie total outlay was expected to 
result in productive capital in the ownership of the Central and 
State Governments mainly under irrigation and power, trans 
port, communication and industry The rest was meant for 
productive equipment in the private sector h was not possible 
for the State to make large investments in industry and as a 
matter of fact it was not considered necessary Private industry 
was considered to play an important role in the mixed economy 
The State was to control and direct investments for the co- 
ordination between public and private sectors This was exactly 
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in accordance with the Govenuncnt of India’s Industrial Policy 
as issued by the Ministry of Industry and Supply on 6 April 
1948 It was announced that the Government would manufac> 
ttire arms and ammunition and participate in the production 
and control of atomic energy, and m the ownership and manage- 
ment of railway transport In an emergency the Government was 
to have pow er to take over any industry vital for national defence. 
In the case of production of coal, iron and steel, aircraft 
manufacture, shipbuilding, manufacture of telephone, tele- 
graphs and wireless (excluding radio receiving sets) and mineral 
Oils, the State was given the exclusive responsibility for esta- 
blishing new undertakings, and it was decided that for a period 
of ten years existing undertakings would be allow ed to function 
The rest of the industrial field was normally considered to be open 
to private enterprise, individual as Svell as cooperative Thispobcy 
was generally endorsed by the Planning Commission when it 
accepted mixed economy as a suitable basis for the industrial 
development of the country In December 1954 the industrial 
policy of the Government was reviewed m the Lok Sabha and it 
was found to be m general conformity wnh the earlier statement 
It was further decided that the objective of the Government's 
policy would be to establish a ‘ socialistic pattern of society" 
suited to Indian conditions, and towards that end the tempo of 
economic activity tn general and of industrial development m 
particular was to be stepped up to the maximum possible extent 
In accordance with this policy the Government provided 
financial facilities on an increasing scale to industries in the 
prnate sector For inslarcc. in 1952-53 the activities of the 
Industrial Finance Corporation were widened In the same year 
the Steel Corporation of Bengal Limited was merged with the 
Indian Iron and Steel Co Ltd so that the steel industry could 
expand in the private sector The IBRD and the Government 
of India both provided loans to assist the company in its further 
expansion m 1953-54 The maximum limit of the loan which the 
Industrial Finance Corporation could grant to an individual 
borrower was raised from Rs 50 lakhs to Rs 1 crore One very 
important provision was made empowering the Government 
of India to guarantee loans in foreign currencies, which the 
Corporation would seek from the IBRD or from other sources 
for purposes of making advances to industrial concerns A 
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year later further steps were taken for the expansion of financial 
facilities to the private sector In 1954, 371 licences were granted 
under the Industries Development and Regulation Act mainly 
for the setting up of new undertakings Thus, besides the provi- 
sion of basic economic facilities such as transport and power, 
the Government was all through assisting industrial develop- 
ment in the private sector by appropriate fiscal and other 
measures, and by fostering institutions to provide financial aid 
to these industries The states loo were to establish State Indus- 
trial Finance Corporations meant for giving assistance to private 
industrial enterprise withm the slates And finally, the Industrial 
Credit and Investment Corporation of India Ltd was established 
by private sponsorship and was assisted by the Government of 
India and the IBRD for encouraging private external and in- 
ternal enterprise 

It was however, realized that domestic resources were not 
sufficient to incur an expenditure m the public sector to the 
extent of Rs 2,069 crores The total savings from current revenue 
were estimated to be of the order of Rs 768 crores and the capital 
receipts (excluding withdrawals for reserves) to be Rs 520 crores 
Thus the total budgetary resources of the First Five Year Plan 
were Rs 1 258 crores A gap of Rs 81! crores was envisaged 
which had to be covered by deficit financing and external asis- 
tance Out of ihu gap, Rs 156 crores had already been received 
from the following sources 


Rs crores 


Commonwealth Assistance under 
the Colombo Flan 12 

Assistance under Technical Cooperation 
Agreement 1952 25 

Assistance under the First Supplement to 
Technical Cooperation Agreement 1952 18 

United States Food Loan 90 

Proceeds of Loans from lotcmational 

Bank 1950 9 

Other aids 2 

Total 156 
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This still left a gap of Rs 6S5 crores to be covered through 
further external assistance, or increased taxation and domestic 
borrowing The Commission believed that deficit financing to 
the extent of Rs 290 crores, which was roughly equal to the 
sterling balances to be released dunng the First Plan period, 
was possible In this way a gap of Rs 365 crores was left 
uncovered 

So far as the assistance already granted to India was concerned 
India had received under the Colombo Plan an amount of Cana- 
dian $15 million from Canada ($10 million for the purchase 
of wheat from Canada and the rest for the Bombay Transport 
Scheme), £ A 4 2 million from Australia (£A 3 7 million in the 
shape of wheat and flour) and £250,000 from New Zealand 
It was also agreed that the sale proceeds of the wheat from 
Canada and Australia would be credited to a Special Develop- 
ment Fund, and that the sale proceeds of wheat from Canada 
v.ere to be specially used for the construction of the Mayu- 
rakshi Project 

We have already noted the aims and objectives of the Point 
Four Programme Under this programme the aid receiving 
countries were to conclude bilateral agreements with the USA, 
specifying that due publicity would be given to projects to be 
financed by the programme, and that they would contribute at 
least a part of the cost m local currency India concluded an 
agreement with the United Slates in terms of the Point Four Pro- 
gramme on 28 December 1950, according to which $1 2 million 
were allocated to India Five specific projects were mentioned 
in which two related to agnculural development, one to child 
welfare, and two for the purpose of US geologists making 
investigations about water and mineral resources in India 
Another such Indo-US agreement was signed under the Indo-US 
Technical Cooperation m January 1952, according to which a 
sum of $50 million was to be deposited in Fund A, called the 
Indo-American Technical Cooperation Fund It was also 
agreed that salaries of the US technical experts and the 
cost of the Indian trainees would be paid by the US 
Gosernment from Funds other than the Fund A Indian 
Government agreed to contribute Rs 25 crores to Fund 
B The total amount of both the funds exceeded Rs 50 crores 
and the projects to be financed by these funds were related 
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to increasing the agricultural efficiency and food production 
The joint funds were meant among other things to facilitate 
implemenation on a big scale of the Community Development 
Tro}eci$ as envisaged by the Planning Commission It was 
decided to immediately start 55 community project centres 
covering a population of 10 million Eleven operational agree- 
ments were signed providing finance to the different projects as 
shown in Table 6 




FINANCE PROVIDED TO DIFFERENT PROJECTS 



/rojecis 

t/S 

contnbunon 
{millions ef 
dollsu) 

Indian 
ecninhuiion 
(lakhs e/ 
rupees) 

1 

Supply of FeniliMfJ 

JO 65 

4400 

2 

Supply of Icon and Steel 

5 39 

UOQ 

3 

Locust Control 

0 23 

248 

4 

Research on Soil and ihe use of 
Fertilirers 

0 20 

8 43 

5 

Development of Marine Fisheries 

248 

68 95 

6 

Ground Water Irrigation 
(2 COO tube wells) 

13 70 

444 SO 

1 

Tramma of Villaa® Level Workers 

on 

75 37 

8 

Community Development Piosramme 

8«7 

3 438 34 

9 

Malaria Control 

0 65 

037 

10 

Forest Research and Desert Conirol 

0 10 

203 

11 

River Valley Schemes 

4 76 

500 


Total 

5000 

4 101 52 


India had also approached the US Government for an ad hoc 
assistance of two million ions of foodgrains during 1950 51 The 
US Government m its turn enacted on 15 June 1951 the India 
Emergency Tood Aid Act under which India was to be 
given a long term loan of SI®0 million for the purchase of two 
million tons of food grains during the period ending June 1952 
The loan bore a rate of interest of 2f per cent It was also decid 
ed that the sale proceeds would be deposited in a Special Deve- 
lopment Fund meant for short and medium term loans and m 
special cases grants to State governments for purposes of agri- 
cultural development Out of the interest paid a sum up to 
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S5 million lAas to be used for purposes of training Indians m 
USA and US citizens in India, and for the purchase of scientific 
books from America 

On 18 August 1949 the IBRD granted a loan of $34 million 
to the Government of India for railway development to be 
utilized in the purchase of locomotives, boilers, and locomotive 
parts The loan is for a period of 15 years, with amortization 
payments to begin in August 1950 The interest rate is 3 per cent 
plus the usual 1 per cent commission This loan amount was 
reduced on 16 May 1950 at the request of the Government of 
India to S32 8 million which was disbXirsed by March 1951 

It IS thus obvious that all the assistance and loans were meant 
either for financing the food deficits or for building up the future 
capacity in agriculture and means of communication and trans- 
port This IS m accordance with the theory of economic pro- 
gress of underdeveloped areas m that it is a prerequisite deve- 
lopment that a surplus of food production be available on 
which the income generated in the process of development may 
be spent and that some funds be spent on the developmental 
projects and communicaton which may establish a base for 
future agricultural and industrial prcduction 

Statements I( A and If B give a detailed account of (he assis 
tance given to India by various agencies It vvill be noted that 
out of the loans and credits to be repaid in foreign currencies 
the one single biggest loan of the order of Rs 90 31 crores was 
from the United Statesfor the purchase of food grains, wh ch has 
already been discussed It may be noted that the whole of this 
iimount had been utilized by the end of the First Five Year Plan 
Next m importance was the loan of Rs 63 07 crores from the 
USSR for Bhilai Steel Plant, which was not utilized during ihe 
First Five Year Plan and the whole of it was available during the 
Second Five Year Plan Wc have already mentioned the loan of 
Rs 15 61 crores ($32 8 million) for railway rehabilitation The 
other loans sanctioned by the IBRD during the First Five Year 
Plan were as given below 

A loan of Rs 3 43 crores was disbursed out of a larger original 
ATwawr iksi zf, SIO jinMisw zeidivrcd .ViTW 

to time at the request of the Coveminent of India It carried a 
rate of interest of 31 per cent and was to be repaid by 1959 The 
loan was specially meant to finance (he import of equipment 
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for the reclamation of land by cleanng jungles and the weed- 
infested land The whole of the amount released had been utiliz- 
ed by the end of the First Plan 

Two loans worth Rs 7 96 crores and Rs 5 00 crores were 
granted to the Damodar Valley Corporation in 1950 and 1953, 
respectively, and were used for multi purpose projects of clectnc 
power development, flood control, and inigalion It was envisag- 
ed that the completion of the project will provide clecfncal 
energy for the expansion and development of industry in the 
minerally rich areas of West Bengal, and will also help flood 
control and agricultural development by providing irrigation 
The first loan of Rs 7 96 crores was for a period of twenty 
years at 4 per cent rate of interest Its repayment was to 
begin in 1955 The second loan of Rs 5 00 crores was for 
twenty five years at a rate of interest of 4; per cent The first 
loan was used up fully during the First Plan, but the second 
was used only to the extent of Rs 1 96 crores leaving a balance 
of Rs 3 04 crores for utilization in the Second Plan 

For the construction of a thermal plant located at Trombay 
to be owned and managed by three companies of the Talas, 
the IBRD disbursed Rs 6 64 crores This plant was meant to pro- 
vide electric power m Bombay State and facilitate the indus- 
trial development of the area Out of this only Rs 2 09 crores 
was uiiUtcd leaving a balance of Rs 4 55 crores to be used during 
the Second Plan 

It was the first time for the private sector to receive official 
assistance when the IBRD made a direct loan of Rs 14 29 crores 
to the Indian Iron and Steel Company to finance a five year 
expansion programme of the Company It was to double the 
steel production capacity and to increase the output of iron from 
160,000 tons to 400,000 tons thus increasing India’s finished steel 
capacity by about 33 per cent and that of iron by 200 per cent 
The amount utilized during the First Plan vias Rs 2 78 crores 
leaving Rs 11 51 crores for the Second Plan 

Analysis of these loans shows that the main objective for 
which the IBRD was prepared to grant loans was develop- 
ment of the overheads to build the base for the agneultural and 
industrial development In matters of industrial expansion, the 
Bank’s policy has been to mobilize private resources, internal 
and external, for the use of productive enterprise It was in pur- 



THE FIRST FIVE YEAR PLAN 93 

suance of this policy that it advanced a loan of Rs 4 76 crores to 
the Industrial Credit and Investment Corporation of India 
Ltd which IS a privately sponsored institution formed for the 
purpose of assisting pnvate lodustnal enterpnse by attracting 
internal and external investors and stimulating the growth of 
India’s capital market The loan was meant for the purchase 
of imported material, equipment and services It was for a pencd 
of fifteen years bearing a rate of interest of 4| per cent, repay- 
ment of the principal and the interest thereon guaranteed by the 
Government of India 

The Industrial Credit and Investment Corporation of India 
Ltd was registered under the Indian Compames Act on 5 
January 1955 for the purpose of expanding and modernizing 
pnvate enterpnses, encouraging and promoting the internal and 
external pnvate capital in such enterpnses, and for promoting 
pnvate ownership of the industnes It would provide finance 
in the fonn of medium term loans and equity capital, sponsor 
issue of shares and secunties, guarantee loans from other 
private sources, make funds available by re>investment, and fur* 
nish managenal, technical and administrative assistance 

The authorized capital of the Corporation is Rs 25 crores 
in which the British Eastern Exchange Bank, Insurance Com- 
pames of the UK and other Commonwealth countries, and the 
US Corporation have greatly participated The Corporation will 
take steps to ensure that there is no undue concentration of 
power The Government of India have also agreed to advance 
Rs 7 5 crores free of interest repayable in fifteen equal 
instalments after the expiry of fifteen years from the date of 
advance. 

It is, therefore, obvious that the IBRD as well as the Govern- 
ment of India feel that after the necessary overheads have been 
built, pnvate capital will be capable of bringing about rapid 
economic development of the country, and while it is possible to 
build up a socialistic pattern of society in India it is not neces- 
sary to curb pnvate enterpnse altogether The State is required 
to take over ownership of pnmary resources m the early stages 
of economic development in order to huild up a society m which 
individuals are given freedom to choose from among a wide 
range of possible avenues open to them In fais speech at the AICC 
meeting on 11 May 1958 our Prime Minister suggested that a 
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distribution of income could not come about in the early stages 
of economic development and a considerable degree of decen- 
tralization was needed for the functioning of the economic 
system in India He has very aptly stated 

Marx IS a famous name and many things were done by apply- 
ing his theories But many of the things explained by him 
do not exist today And many of his predictions have prosed to 
be incorrect Marx did not envisage the extremely prosperous 
America Capitalism has shown amazing strength to adapt 
Itself to circumstances Scandinavia is a semi-socialist, but 
fundamentally, a capitalistic Slate, with a higher standard of 
life 

The concept of socialism is changing even m the Western 
countries, therefore, we in India have to be more wide awake, 
and the conditions ultimately arc governed by the stale of our 
people, state of their minds > 

During the First Five Year Plan the United States also gave 
a loan of Rs 39 2S csores under the Technical Cooperation 
Administration which was (o be repaid in Indian currency ard 
did not create any diOiculiies of foreign exchange 
In addition to these loans, grants worth Rs 154 34 crores 
were made — Rs 5 61 crores by the Ford Foundation, Rs 46 19 
crores under Colombo Plan, and Rs 102 54 crores under the 
Technical Cooperation Administration Out of these grants only 
Rs 87 19 crores were utilized during the First Plan leaving a 
balance of Rs 67 15 crores for utilization m the Second Plan 
We have noted in the last chapter the imperative need of 
foreign capital in the early stages of economic development so 
much so that in some of the now advanced countries like the 
US and Canada there were periods of expansion when the inflow 
of foreign capital was so extensive that the current surplus was 
not sufficient for servicing and repayment of capital and that 
new loans had to be taken for repayment of the old ones It 
had been realized since the very beginning of India’s independence 
that the use of foreign capital was inevitable for the develop- 
ment of the economy It was also recognized, as pointed out 
by thff Prnse Jijinistcr in bis armoancanenl ot the poiicy regard' 

* AICC Economic Renew, Vol X, No 2. 15 May I95S. p 4 
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mg foreicn capital in India that Indian capital had to be 
supplemented by foreign capital not only because it was necessary 
for rapid economic development but also because m many 
cases the scientific technical ard industrial knowledge which 
was required by the country for its development would accom 
pany the foreign capital A clear cut policy of providing facilities 
for the transfer of earnings and repayment of capital in case of 
nationalization was also announced The result therefore was 
that direct investment from foreign countries like the UK. ard 
the USA was on the increase Direct investment may be defined 
as the one in which foreign investors have a controlling interest 
in the business concerns of India This type of investment was 
more than three fourths of the total foreign investment m India 
at the end of 1955 This investment is largely in the form of 
holdings in branches and subsidiaries Table 7 giving the total 
direct foreign investment m 1953 and 1955 indicates that m 
recent years investment increased in all the fields but the largest 
increase was m the case of the manufacturing industries m which 
the net foreign liabilities were more than doubled 

Table 7 

FOREIGN INVESTMENTS IN 1953 AND 1955 IN INDIA 
(OF UK AND US COMPANIES COMBINED) 

( Q lakhs of rupees) 


Item 

J9S3 

I95S 

ManufactuiiDg 

4 998 

10797 

Trading 

8 262 

9 242 

Plaatat ons 

6 324 

8000 

Others 

2273 

2 808 

Total 

21 857 

30 847 


A break up of this total investment between the UK and US 
Companies is interesting msofar as it reveals that investments 
by the UK companies have been in the plantations and the 
trading organizations and those by the US companies which 
started comparatively recently have been increasingly in the 
manufacturing and other alhed acttviUes Since the relations 
with the UK companies must have ongmated m the past it shows 
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that capital investment in the past was mainly directed to the 
plantations and other commercial activities because of the lack 
of purchasing power of domestic consumers and the expanding 
markets for raw materials during the nineteenth and the begin- 
ning of the twentieth centuries But the pattern of iitvestment is 
now changing and foreigners are now invsting to a gfeater extent 
in the manufacturing industries Table 8 showing the break-up 
of the total foreign investment among the US and UK com- 
pames clearly reveals this phenomenon 
Table 8 

BREAK UP OF THE INVESTMENTS OF U K. AND U S 
COMPANIES IN INDIA IN 1953 AND I95S 
(>n lakhs of rupees) 


Item 


Capital in*esle<i by 

UK eompames iJS compemes 

Manufacturing 


4,521 

9 445 

477 

I3S2 

Trading 


6.S90 

6,938 



Plantations 


6,324 

8000 



Others 


2 271 

2,808 

J874 



Total 

19,506 

27.191 

2 351 

3 656 


This clearly indicates that the objection by some of ^he econo- 
mists to foreign capital that it is interested only id budding up of 
enclaves IS nov very sound, and aproper policy mtegard to foreign 
capital can be of great help towards the progress of the country 
Some competent aulhonties have suggested that the returns 
on foreign capital m the underdeveloped countnes beihg not very 
promising it is not possible to attract capital in any gre3t measure 
A recent survey* by the Reserve Bank of India on the Returns 
on Foreign Investments in India dunng 1953-55 shows that this 
IS not absolutely correct Statement VII gives a detailed account 
of the profits {after tax) of the UK and US compameS combined 
and separately in vanous fields of activities The return on 
investment to UK and US companies combined together was 
about 12 per cent in 1953 and 10 per cent in 1955 The higher 
• Cf Reserve Bank of India BuUetta, 1958 



THE FIRST nVE YEAR PLAN 97 

percentage of the rate of profits in 1953 js due to the fact that 
m 1953 the return on the plantations was exceptionally high 
Table 9 shows the rates of profits for the combined US and UK 
companies in the years 1953 and 1955 

Table 9 

RATES OF Profits for the combined u s and 

UK COMPANIK 


hem 

Manufaeiurjng 
Trading 
Plantations 
Others 
All activities 


29S3 29SS 


101 108 
73 65 

19 3 118 

J37 113 

121 99 


It shonld be interesUng lo note that the rale of profits is trad- 
ing bad not only been less than that m manufacturing in both 
years but had also dtimnished absolutely in 1955 as compared to 
1953, whereas the rate of return in manufacturing had slightly 
increased in 1955 

Another point of interest to be noted is that foreign com- 
panies in ladii are earning a higher rate of profits as compared 
to the earnings by capital in their own countnes For instance, 
US capital has been getting a rate of return of about 13 per 
cent m India while at home the earnings ranged between 10 and 
12 per cent during 1953 55 Similarly Bntish capital earned a 
rate of return of 12 per cent in 1953 and above 9 per cent m 1955 
in India when the comparative figures in the UK ranged between 
8 and 9 per cent 

Direct investment is sometimes objected to because of the 
greater domination by outsiders m the economic activities of the 
country A comparatively recently freed country like India has 
greater reason to fear because foreign capital in the past had been 
associated with colomalism and impenahsm A new scheme, 
therfore has been of a joint ventures of foreign investors with 
the Indian Government sad la some cases with Indian investors 
participating For instance in the year 1951 52, the Indian 
Government signed agreements with two foreign companies, 
Standard Vacuum Oil Company of New York and the Burmah 
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Shell Oil Coinpany, for setting up two refineries m Bombay 
estimated to cost S35 million and Rs 22 crores respectively The 
companies have assured the govcrnnicnt that they would provide 
training and employment to Indian personnel in refinery opera- 
tions In 1952 53 another agreement similar to the previous ones 
was signed with Cahex for the cstablishmenl of an oil refinery 
at Visakhapatnam In the following year an agreement was 
reached between the Government of India and the German 
combine of Krupps and Demag for the establishment of a steel 
plant m Orissa 

The Government of India have realized the importance of 
private capital, both internal and external, and also recognized 
the importance of private management even in public owned 
industries They have, therefore, followed a policy of converting 
industrial undertakings financed by them into private limited 
companies working under government supervision For instance, 
in the year 1952-53, a private limited company, the Hindustan 
Machine Tools Limited, in which 85 per cent of the share capital 
IS owned by the Government and the rest by the Swiss firm of 
Oerlikons, was given the management of the Machine Tools 
Factory at Jatahalli as from I March 1953 The Hindustan 
Housing Factory Limited was incorporated as a private com- 
pany with Government and Messrs Beskha Singh — Wallenberg 
Limited as equal partners Similarly the management and 
control of the Telephone Cables Factory at Rupnarainpur has 
been transferred to a private limited company, the Hindustan 
Cables Limited 

This indicates that a joint venture between the Government 
andi nternal and external private entrepreneurs has been con- 
sidered to be a solution which gives the advantages both of private 
direct investment and internal policy of comprehensive planning 

India’s foreign trade policy during the First Five Year Plan 
was based on the idea of expanding the productive capacity 
inside the country and therefore the whole question of balance 
of payments and foreign trade must be viewed accordingly 

Statement III A and III B show the principal exports and 
imports during the planning penod In the year 1950 51 we 
find a slight deficit on current mercantile account to the extent 
of Rs 2,657 lakhs In the first half of the year there was actually 
an impiovement which was due to the devaluation of the rupee 



THE FIRST FIVE YEAR PLAN 99 

and the Korean War In the first quarter, there was an initial 
impact of the accelerated rearmament and stockpiling m the 
United States and Western Europe In the second quarter, 
however, exports increased considerably and imports showed 
appreciable decline mainly due to the shortages abroad The 
great improvement was in relation to the sterling area However, 
the devaluation of rupee gaxe a competitive advantage to 
textiles over others especially from the USA and Japan in the 
world market 

But during the last two quarters the trade policy of the country 
was directed from the point of view of increasing the supplies of 
goods required for economic development as well as essential 
consumption goods This objective was achieved by means of 
the US Wheat Loan and drawings from the IBRD loans which 
made it possible for the country to finance the deficit m the 
balance of payments 

The year 195U52 can be divided into two periods from the 
point of view of the trade pobey pursued In the first two quarters 
the country continued its trade policy of the previous year 
The mam aim of the policy was to liberalize imports so that 
industries could have sufficient raw materials needed currently 
and they could also build up mvenioncs for the future, and there 
was a sort of restriction on exports to make sufficient amount of 
supply available to face the increased demand inside the country 
Later in the year, however, stockpiling abroad was reduced and 
the boom turned into a slight recession As a result of this India 
had to change her policy and she liberahzed exports although 
the import policy continued unchanged However, the changes 
in the export policy were so late that they could not affect the 
balance of payments of the year The year is specially noteworthy 
for the huge imports of grains pulses and flour, financed by the 
US Wheat Loan It will also be noted that in this year there were 
increased imports of raw cotton and machinery for purposes 
of industrial expansion Though promises of assistance were 
given by the Commonwealth countries under the Colombo Plan 
these did not at all affect the balance Df.oa.vmentsposition duriqg 
1951-52 because the greater part of the assistance was received 
after March 1952 

In I952‘S3, India again followed a policy of promoting exports, 
which had received a set-back subsequent to the Korean War 



100 INDIA’S ECONOMIC DEVELOPMENT 

boom Three measures were adopted to increase exports The 
most important of them was the reduction m export duties on jute 
goods, raw cotton, and cotton textiles Then there was a liberali- 
zation in export quotas of a number of commodities and some 
of the important ones like cotton textiles and jute were placed 
on the free licencing list And finally, substantial finanaal assis- 
tance was given to jute producers for the sale of jute products 
m the Uruted States 

As regards imports, m the first half of the year the policy 
was a somewhat restrictive one because it was realized that in 
the previous year suHicient stocks had accumulated and there 
was no need for increasing the imports of these commodities, 
that IS, raw materials and producer goods But late in the 
year, imports of certain items of machinery and essential con- 
sumer goods were again liberalized 

In spite of these policies, there was a deficit to the tune of 
Rs 9,754 lakhs This deficit was financed partly by the US Wheat 
Loan and partly by the assistance made available under the 
Colombo Plan from Australia, Canada and New Zealand State- 
ment IV indicates that though there had been a considerable 
influx of foreign loans m the year, there was a larger outflow of 
long term pnvate capital from the country and a deficit of 
Rs 46 crores had to be met 

In 1953-54, there was a considerable fall in (he level of trade 
The value of imports, however, declined more than that of 
exports There was a sharp decline in ihe import of food grains 
due to the improvement of food production inside the country 
In the case of exports there was a considerable decline m the 
earnings from jute exports The increased requirements of raw 
materials were mostly met from indigenous sources Thus the 
imports of raw cotton and raw jute both declined during this 
period Yet the import policy in regard to machinery was liberal- 
ized There was a decline in the export of jute and cotton textiles 
but tea showed an improvement The mam reason for this was 
the increased demand from the UK due to the abolition of sugar 
rationing in England In the case of net invisible receipts there 
weresom- receipts under the Colombo Plan Indo US Technical 
Coop'ration Agreement, and the Ford Foundation But they 
were more than oTset by a fall in the net receipts on ether tran- 
sactions like private donations and miscellaneous services 
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During the year 1954-55 a more liberal import policy designed 
to assist the progress of industrial development was pursued 
There was a rising tempo of developmental expenditure which 
would have been sharper but for the fact that food position was 
considerably improved There were increased imports of raw 
materials, machinery and consumers* goods However, in the 
case of certain goods whn^ were being produced inside the 
country import quotas were cut down For instance the import 
quotas of jams and jellies, table fans, and many engineering 
stocks were reduced Thus on the whole imports of food grams 
financed by foreign assistance diminished, but on the other 
hand, imports of non food items on Government account, not 
financed by aid, increased to some extent In the case of exports, 
earmngs increased considerably in three pnncipal commodities 
of export namely, jute cotton manufactures and tea This was 
m accordance with the export promotion pohey of the Go^em■ 
ment of India 

The pattern of external trade during 1955 56 again indicates 
a rise m the tempo of India’s developmental efforts We find 
that after the Korean War boom the amount of imports was the 
highest This was especially due to the heavy imports of machinery 
and iron and steel which show the record figures for the whole 
penod The export receipts during 1955 56 went up by 7 6 
per cent over the previous year’s This use was mamly due to raw 
cotton and vegetable oils Nevertheless there was a deficit m 
the balance of trade of Rs 8,798 lakhs 

It may be useful to sum up India's position as regards the 
balance of payments during the First Five Year Plan in the 
light of economic policy and the economic conditons inside the 
country as well as outside Dunng 1951 52 exports touched the 
record figure for the period but m the same }ear the level of 
imports was still higher (and the highest during the First Plan 
penod) because of a significant rate of investment resulting in 
imports of machinery and also because of large imports of 
food grams due to the food shortage in the country As a result 
the current deficit was the highest during the whole plan penod 
In iheJwo years which followed /J952-53 acd 1953 54,) xbe boom 
due to the Korean War came to an end and a recession set in 
in the United States This led to a considerable fall in exports 
but there was a simultaneous slowmg down of the rate of private 
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ioveslment and also an improvement m the food situation svhich 
led to a considerably diminution in imports If we exclude the 
official donations wc would find that during these two years 
there was a surplus of Rs 50 and Rs 28 crores respectively 
During the last two years of the Plan both exports ard imports 
increased progressively and in 1955-56 reached the highest level 
since 1951-52 The rate of developmental expenditure was accele- 
rated and therefore there was a substantial increase in imports 
of machinery and iron and steel manufacture, and some raw 
materials like cotton and jute During this period the American 
recovery started and our exports also increased but rot to the 
same extent as imports Therefore the current balance of paj- 
ments excluding the official donations showed deficits during these 
two years 

Excluding the official donations deficit during the First Five 
Year Plan period was Rs 122 crores— much less than estimated 
This smaller deficit was due in the first place to lower imports of 
food grams, made possible by favourable monsoons ard food 
production m the country and partly on account of the smaller 
rate of investment than anticipated by the Planning Commission 
However, during this period larger official receipts amounting 
to Rs 197 crores were obtained which made it possible to 
finance the deficit 

The overall statement of the piosiiion of the balance of pay- 
ments on current account does not give a clear idea of the pattern 
of trade and trade relations with dilterenl areas Statement 
V gives a region-wise summary of India's balance of payments 
on current account and it should be interesting to analyse its 
pattern 

Before the planning period began it was found that it was in 
regard to the sterling area that there was the largest improve- 
ment in India’s balance of payments m 1950 This was quite expec- 
ted after the devavluatvon of pound sterling and Indian rupee in 
terras of dollars in September 1959 In 1950, the balance of pay- 
ments posilion with the hard currency area had also improved 
and the deficit in 1949 was turned into a surplus This was due 
to the intensified stockpiling during the Korean War ard the 
consequent rise in the prices of Indian exports In other areas the 
adverse balance of payments diinimshed to «ome extent which 
was again due to the rise in exports rather than a fall in imports 
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In 1 951 , although there was a deficil la current account with all 
areas taken together, there was an improvement of the trade 
balance with the sterling area There were larger exports of jute 
goods, tea and spices to these areas accompamed by higher 
pnces of the commodities On the imports side the increase 
with the sterling area was on account of the commercial imports 
The imports on government account, especially of food from 
Australia, diminished The payments position with the hard 
currency area changed from a surplus in 19S0 to a deficit m 1951 
Commercial imports of raw cotton, machinery, and essential 
goods increased considerably in 1951 Expenditure on Govern- 
ment account also increased specially because of the purchase 
of food grams, supplies of which were not available m the soft 
currency area The balance of payments with all the other coun- 
tries further detenorated because of larger commercial imports 
from European countries and larger food imports particularly 
from China 

Dunng 1952 the surplus with the sterling area increased con- 
siderably but since in the previous year there was a large deficit 
with Pakistan, the position of sterling area mcludmg Pakistan 
slightly deteriorated and the surplus on current account dimi- 
nished Import restrictions m countries like Australia and the 
lightening of the credit in this area led to the diminution of 
exports of Indian commodities The position with the dollar 
area further deteriorated and the deficit increased mainly on 
account of lower prices of the exported commodities and increased 
imports on Government account of raw materials The balance 
with the OEEC countries showed a deficit as m the previous 
years While private imports declined (hose on Government 
account increased However, there was a considerable improve- 
ment m the balance of payments with the rest of the non-sterling 
area This was due to the reduced payments for raw cotton from 
Egypt and Sudan and the increased shipments to Japan 

The year 1953-54 shows a remarkable change in the balance 
of payments of India vis a vis different regions There was 
improvement with respect to the dollar area, the reduced pay- 
ments for imports being a major contributor Imports of food on 
Government account diminished The exports also declined but 
much less than the imports There was also a surplus with the 
non sterling area excluding the OEEC countnes, which was 
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due to the fall in the imports of lood from China and Thailand 
and the maintenance of exports at the same level as previously 
The decline in exports of cotton textiles to these areas was 
counter balanced by the increase in exports of jute and tea 
On the other hand trade balances of the sterling area and the 
OEEC countries declined and showed a net deficit during the 
year, yet the OEEC countries were the only ones in which the 
balance of payments worsened the most — the deficit more than 
doubled The exports of jute manufactures and imports on 
Government account increased substantially 
During 1954-55, the payments position with the sterling area 
further worsened because of the increased imports of machinery 
The balance of payments with the dollar area further deteriorated 
because of the higher imports on pnvale accounts specially of raw 
cotton There was however, a diminution in food imports on 
Government account The exports, specially those of metallic ores 
and black pepper declined considerably In the case of OEEC 
countries the balance of payments deficit increased further be- 
cause of the increased imports on both private and government 
accounts The imports of machinery and rayon textiles consider- 
ably increased while there were large imports of sugar and stores 
on Government account from this area The surplus balance 
with the rest of the non-sterling area remained stationary 
In the last year of the First Five Year Plan exports to the 
OEEC countries, the rest of the non sterling area and the dollar 
area increased However in the case of the OEEC countries 
and the rest of the non sterling area the increase in imports was 
more than offset by the increase in exports The current surplus 
with the dollar area increased but it was due entirely to the 
official donations otherwise on mercantile account there was 
a deficit Similarly in the case of the sterling area the surplus 
balance of payments was due to the invisibles 
This analysis reveals interesting trends in trade relations with 
respect to different areas The first thing worthy of note is the 
well established trade relations with the sterling area The value 
of our exports as well as imports has been the highest m this 
region But with the developmental expenditure generally asso 
ciated with a deficit balance of payments on mercatnlile account, 
we find that India’s balance of .payments on current account 
has been constantly detenorating with the sterling area The small 
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surplus in the previous year converted itselt into a deficit which 
has been on the increase since the commencement of the First 
Plan But since the trade and commercial relations with this 
area are well established our eanungs on the invisible account 
have been sufficiently high to more than counter balance the 
deficit on the trade account Yet as can naturally be expected, 
the favourable balance of payments an current account including 
invisibles, has been diminishing due to the higher level of develop- 
mental expenditure 

The second point to note is that our trade relations with 
the dollar area have been improving, we are importing, m 
the first instance, food from the US and then machinery and 
raw materials for purposes of economic development It is, 
therefore, natural that our trade balances on mercantile account 
show a deficit with this area Our invisible earnings from this 
area have not been very high, and as such the deficit almost 
throughout could be made good by the official donations from 
this area The trade relations with the OEEC countries have been 
interesting While we have not been exporting to these countries 
to any great extent, our imports from them have always been 
of a substantial magnitude Moreover, not only did we not 
have any invisible earnings with respect to these countries, they 
were rather negative Finally, since the European countries 
were themselves engaged in the programme of reconstruction 
they were not in a position to extend donations to us Thus 
we have always been having a deficit balance of payments with 
these countries and with the progress of the developmental 
expenditure it has been increasing The case of the rest of the 
non sterling area is of special importance to us because not 
only have our exports been greater than imports during the 
First Plan, but also the other invisible earnings have been 
positive so that in general we have had a favourable balance 
of payments throughout 

This shows the great necessity of having a multilateral trading 
system and the free convertibility of currencies which can facili- 
tate the trade relations with different regions and consequently 
the developmental programmes Besides, as Statements VI A 
and VI B indicate, out of our pnnapal commodities of export 
gunny cloth is the only important commodity which was export- 
ed to dollar countnes but that too has been showing a tendency 
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to decline perhaps on account of the substitutes produced in the 
United States The biggest market for tea is m the UK and the 
sterling area, and cotton piece goods and gunny bags are mostly 
exported to the sterling area and the rest of the non-sterling 

area Thus the possibleavenucsof expanding our export markets 

appear to be in the non dollar area whereas with the develop- 
mental plans our reliance for imports svould be increasingly on 
the dollar area and the OEEC countries It is therefore of ut- 
most importance from developmental point of view as well 
as the expanding world trade relations that there should be full 
and free convertibility of currencies and the mullilaicral trading 
system 

The Commonwealth countries have been giving considerable 
thought to the problem of achieving full and free consertibilily 
of currencies Two Commonwealth conferences were held one 
m the beginning and the other towards the close of 1^52, with a 
view to studying measures necessary for the achievement of 
convertibility of the sterling The first conference was held amidst 
an acute balance of payments position and a senes of corrective 
measures were recommended The second conference insisted 
on unrestricted multilateral trade and con\ertibilily of the 
sterling as a pre-requisite for the expansion of world trade The 
conference laid down three conditions which were necessaiy for 
achieving convertibility U suggested that a continuing effort 
was necessary on the part of Commonwealth countries to curb 
inflation Secondly, it was necessary ihat the trading nations 
should adopt policies which led to the expansion of world trade 
Lasil), adequate financial support should be made available es- 
pecially through the International Monetary Fund for stabilizing 
the trade It was further decided lhat the Commonwealth 
countries should conccntraic on the development of projects 
which would directly or indirectly strengthen the position of 
the sterling area vis-a-visihe rest of the world 

The Commonwealth Finance Ministers' Conference held in 
January 19S4 approved of ihe conditions laid down for the con- 
vertibility of currencies They however, wailed for the decision 
of the United States on Ihe recommendations of the Randall 
Commission on US Foreign Economic Policy The Randall 
Camreusswa vvhach subnuuj^ us itpciet qci 21 latiuary 1954 
recognized the importance of convertibility of the sterling in the 
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interest of expanding free world trade The Commission believed 
that to restore full convertibility of the sterling Britain’s resources 
must be strengthened and that a better utilization be made 
of IMF’s holdings of gold and convertible currencies The 
President of the United States approved of the recommendations 
of the Commission and in his message to the Congress on 30 
March 1954 said that the US would support the use of the 
resources of the IMF for strengthening the position of coun 
tries which adopted convertibility The US Congress, however, 
did not give its consent to the President’s liberal trade pro- 
gramme The Commonwealth Prime Ministers’ Conference held 
in February 1955 in London reiterated the suggestion for the 
<Mnvertibility of the sterling and the adoption of the multilateral 
trading system It, however, recognized that a continuing effort 
for further development of economic resources throughout the 
Commonwealth would facilitate such comertility It is gratify- 
mg to note that the Commonwealth countries are continuing 
iheir efforts towards this objective The United Kingdom has 
announced a policy of partial convertibility of the sterling 
It IS hoped that the programme will succeed and lead to free 
convertibility of the sterling 

We have noted in ihe last chapter that latterly tariffs in India 
are assuming greater importance m their protective aspect front 
the point of view of developing industries In 1949 the Govern- 
ment of India appointed the Fiscal Commission to go into the 
whole question of protection and assistance to Indian indus- 
Ines, and in January 1952 on the recommendation of the Fiscal 
Commission a permanent Tariff Commission was appointed. 
One of the most important terms of reference of the Tariff 
Commission was the consideration of protection to be granted 
to potential and nascent industries The Commission was also 
to study broad questions of the effects of protection on pnees, 
cost of living, etc and to watch closely its repercussions 
In granting protection to certain existing or potential indus- 
tries the Commission also had the power to lay down standards, 
prices, technological conditiom and output In 1952 53 the 
Commission conducted inquiries into the automobile industiy 
for the grant of protection and for determination of price of 
steel produced by the Steel Corporation of Bengal and the Tata 
Iron and Steel Company As a result it recommended that the 
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assembling of parts should cease and the demand for vehicles 
should be concentrated on firms withamanufaciunng programme 
This was accepted by the Government Similarly, on the re- 
commendation of the Commission the Government decided jn 
favour of the grant of an increase of Rs 32 per ton in the reten- 
tion prices of steel for the years 1953 54 and 1954 55 The same 
year it recommended protection to power and distribution trans- 
formers and flax goods This too was accepted by the Government 
In 1954 55 the Tariff Commission further suggested the exten- 
sion of protection to mdustnes producing component parts of 
automobiles such as automobile leaf spnngs, sparking plugs and 
automobile hand tyre infiators Also from time to time it 
recommended protection to light engineering goods It was real- 
ized that in course of time the country would become self- 
sufficient in automobiles and parts (hereof and would be able to 
produce light engineering goods for export 
It may therefore be noted that, while efforts have been to 
expand exports of commodities in the nature of raw materials, 
at the same time fresh enquiry and research are being made to 
diversify the components of export trade 



CHAPTER V 


INDIA’S ECONOMIC DEVELOPMENT 
DURING THE SECOND FIVE YEAR 
PLAN 

We have noted that planning for economic development m the 
First Five Year Plan was basically concerned with the problem 
of increasing production and incurnng expenditure on over- 
heads which were meant primarily to increase productive capacity 
of the economy from the point of view of long term economic 
development The scheme of priority was also worked out accord- 
ing to the objective of laying foundation for an orderly develop- 
ment m future The capital coelRcient on which the mam rehance 
was put for estimatiog the total expenditure in the pubhc sector 
took into consideration the predominant role of agriculture 
But as pointed out earhent was not realized that one of the 
inputs m agriculture was highly unreliable In the first two years 
of the First Plan the magnitude of developmenial expenditure 
was not high partly because it took some time for the people m 
general to realize the significance of economic planning in a 
democratic society, and also because of the outbreak of the 
Korean War which made it difficult lo secure the goods needed 
from abroad In the third year of the Plan, however, great atten 
tion was paid towards incurrmg expenditure and it was in the last 
two years that the expenditure was accelerated to an appreaabJe 
extent We therefore find that the total expenditure incurred 
turned out to be much less than onginally provided m the Plan 
Table 10 gives the allocation and the outlay dunng the First Five 
Year Plan under major heads of development 
It Will be noted that the total expenditure incurred m each 
one of the items fell short of the provision in the Plan Yet over 
the whole plan period national income increased by about 17 5 
per cent whereas it was expected to increase only by 1 1 per cent 
The Planning Commission m its review of the First Five Year 
Plan pointed out 

Despite the shortfalls m expenditure that have occurred under 
almost all heads, it must be emphasized that public develop- 
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mental expenditures have been stepped up to remarkably high 
levels and that m several vital fields like irngation and power, 
agricultural improvement, railways and roads, the progress 
recorded is impressive ‘ 


TABi.e.10 


ALLOCATION AND OUTLAY DURING THE FIRST 
FIVE YEAR PLAN 


hem 

Total plan provision 
lindudmg adjustments! 

Outlay during 
mi 56 


Jn rrpres 
of rupees 

Jereen- 

lage 

In crores 
of rupees 

Percen- 

tage 

Agriculture and Community 
Development 

354 

149 

299 

148 

Irrigation and Power 

647 

27 2 

58i 

29 1 

Industries aod Mining 

188 

79 

100 

50 

Transport and CommunicauoQS 

571 

240 

532 

26 4 

Social Services 

532 

224 

423 

210 

Miscellaneous 

86 

36 

74 

37 

Twal 

2 378 

tooo 

2013 

1000 


It was pointed out that agricultural production showed “strik> 
ing improvement’ , the output of foodgrains in 1955 56 was 64 8 
million tons being about 3 million ions above the target laid down 
m the Plan The production in 1953*54 was 68 8 million tons 
The output of cotton, julc and oilseeds also recorded substantial 
increase Statement VIII gives a detailed account of the increases 
m agricultural production 

This was considered to be a sufficient improvement m agri- 
culture so much so that m the Second Five Year Plan it was 
considered desirable to shift the pnonties As discussed later 
this became a great cause for the difficulties in the balance of 
payments during the first two yean of the Second Plan 
The progress of industrial production must be viewed from the 
point of a mixed economy in which private sector was expected 
to play a considerable role It was found that the progress of 
investment in the private sector was according to expectations, 
and the industrial production also increased steadily Statement 
* GoverameBt of India, Flaming Commisjon Renew of ihe First Fite 
Year Plan, May 1957, p 3 
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IX shows the industry-wise increase of production in the indus- 
trial sector The target of production for the mill-made cloth was 
exceeded by about 400 million yards In the cases of sugar, 
sewing machines, paper and paper board and bicycles production 
reached the anticipated level, in fact in some cases the targets 
were surpassed The availabihtyt of raw material and the utiliza- 
tion of excess capacity as well as fresh investments were respon- 
sible for this increase It may be noted that the mam emphasis 
by the private sector was on the light consumers’ goods indus- 
tries and therefore m the public sector emphasis was laid on 
heavy basic industries 

The important point to note is that heavy expenditure on 
agriculture and rehabilitation did not allow any great expendi- 
ture on building up of overheads Although the total expen- 
duture on overheads was sufficient forthe economy to function 
during the First Plan period j« they could not spend enough 
to create conditions for future development of the economy 
The Planning Commission has noted in the Review of the First 
Five Year Plan that initial provisions of the economic overheads 
were small in relation to the needs of a growing economy The 
railways programme was merely a rehabibtation programme 
The development of power was just sufficient to meet the increas- 
ing demand On the development of mineral resources, ports 
and shipping, enough expenditure could not be incurred The 
Second Five Year Plan, therefore, was basically designed to fill 
up the deficiencies in these respects, and m this way it can be 
considered a continuation of the First Plan 

Statement X shows the distnbution of plan outlay m the First 
and the Second Five Year Plans Table 11 summarizes State- 
ment X and shows in what direction there has been change of 
priorities m the Second from the First Five Year Plan 
From a comparative study of the priorities of the First and 
Second Five Year Plans it becomes obvious that although there 
has been an increase in absolute amount in the case of all major 
heads of development the real mciease has been m the case 
of industry and mimng and transport and communications in 
which the expenditures are supposed to have increased by 397 2 
pec cent acui 14&7 pec cent lespectwely It may, howevec, 
be noted that the very great increase of expenditure in in- 
dustry and mining (almost fourfold) is due to the initial small 
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amount of expenditure under this head in the First Plan On 
the other hand m absolute terms the highest figure in the Second 
Plan happens to be in the case of transport and communications 
An analysis in regard to transport flod commuiucations shows that 
the highest increase has been in the case of Railways in which the 
amount of expenditure to be incurred has been increased from 
Rs 268 crores to Rs 900 crores Similarly a further break up 
of the figures for industry and immng shows that the largest 
increase is envisaged m the case of mineral developments in which 
the expenditure has increased from Rs I croic in the First Plan 
to Rs 73 crores in the Second Plan. However, the increase of 
expenditure amounting to Rs 617 crores on industry and mining 
is basically for the development of large-scale industnes 

Tabu ■ ■ 

DISTRIBUTION OF PLAN OUTLAY IN THE HRST 
AND SECOND FIVE YEAR PLANS 


Item 

FirtiFive Ytor 
Flan 

Second Five Year 
Flan 

Pereentagt 
of inceeast 

Total 
pro'iiiian 
(Ri erartil 

F«t«n 

rage 

Total PerCen 
pro'mon rage 
(Rs crores) 

4 aw 2 

1 

2 

3 

4 5 

6 


AgneuI cure and 
Community 


Developcneut 

357 

151 

568 

118 

591 

Irrigation 

661 

281 

913 

19 0 

38 1 

Industry and Mining 
Transport and 

179 

76 

890 

185 

397 2 

Communicat on 

357 

236 

1 385 

28 9 

148 7 

Social Services 

533 

226 

945 

19 7 

77 3 

M scellaneous 

69 

30 

99 

2 1 

43 5 

Total 

2 356 

1000 

4 800 

1000 



A similar conclusion can be amved at by considering the dis 
tnbution of Plan outlay from the points of view of the difference 
between real investment and current expenditure Table 12 
illustrates this point 

It is obvious from Table 12 that out of the Rs 4 800 crores 
almost 80 per cent is for the real lovestment meant for building 
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Tabu 12 

DISTRIBUTION OF PLAN OUTLAY 
(in cToret of rupees) 


Item 

Total 

0 tlay 

In esi 

Outlay 

Current 

outlay 

Agriculture and Comrnuniiy Development 

568 

338 

230 

Imgaion and Povter 

913 

863 

'0 

Industry and Mining 

890 

790 

ICO 

Transport and Communications 

1 385 

3 335 

50 

Social Services 

945 

455 

490 

Miscellaneous 

99 

19 

80 

Total 

4 800 

3 800 

1 OCO 


Up of productive assets The highest amount to be spent is m 
transport and communications In the cases of irrigation and 
power, and mining and industry substantial amounts are to be 
spent for creating capital assets A small percentage of increase 
in expenditure on irrigation and power appearing in the Second 
Plan over that of the First Plan is due to the initial larger expen- 
diture on this Item 

Statement XI shows the mam targets of physical production 
and development of the First and the Second Five Year Plans 
It also shows percentage increase of the Second Plan targets as 
cvmpaied to tbt First It js obvious from this statement that 
the target of percentage increase of agricultural production was 
almost insignificant presumably because it was considered 
that food production had already increased sufficiently dunng 
the First Five Year Plan It was surely a mistake to start with 
this assumption specially when it ivas known that the increased 
production m agriculture had taken place in spue of the short- 
fall in expenditure during the Plan It should have been realized 
that perhaps the increased production was due to favourable 
monsoons which may not be repeated On the other hand there 
was a great emphasis on increasing the targets of physical pro- 
duction in the case of mineral and large scale industry In a 
country where the population at base was already very large 
and was on an increase the comparative neglect of agricultural 
production was bound to lead to difficulties in future Moreover 
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it was not anticipated that there was possibility of an increased 
demand for agricultural produce because of the greater invest* 
ments in mineral and large-scale industries which were bound 
to generate income 

Greater attention to the diversification of the economy and 
consequently the changes made in the pnonties also led to the 
revision of the industrial policy of 1948 and the new policy was 
declared on 30 April 19S6, keeping m view the “socialistic pattern 
of society” of the Avadi Resolution and the Directive Principles 
of the Constitution of India According to the Avadi Resolu- 
tion It was decided to accelerate the rate of economic develop- 
ment in the industrial sector by developing heavy and machine- 
making industries, expanding thepublic sector and by building up 
a large growing cooperative pnvate sector The resolution speci- 
fically mentioned that the State will progressively assume a 
predominant and direct responsibility for setting up new indus- 
trial undertakings and for developing transport faciLties It 
will also undertake Slate trading on an increasing scale At the 
same time, as an agency for planned national development in 
the context of the country s expanding economy, the pnvate 
sector will have the opportunity to develop and expand The 
principle of cooperation should be applied wherever possible for 
a steadily increasing proportion of the activities of the private 
sector to develop along cooperative lines In consultation with 
the PJanmng Commission the Govcrnmeul of India drew two 
schedules, namely, Schedule A consisting of arms and ammum- 
lion, atomic energy, non and steel heavy electrical plants, 
minerals, and communications and transport, and Schedule B, 
including machine tools, fertilizers synthetic rubber, etc The 
government wfll have exclusive ownership and control of the 
industries mentioned in S~hedule A and it will have increasing 
role to perform in those of Schedule B Thus the whole lot of 
light consumer’s goods industries have been left to the private 
sector As a matter of fact India is commuted to have a sort of 
mixed economy by combining the market mechanism with the 
planning technique The State will play a predominancy greater 
role m establishing industrial undertakings of basic and strategic 
importance or m the nature of public uitlmes Industnes which 
require investment on a large scale and which are not profitable 
for the individual entrepreneurs to establish will also be taken up 
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by the Government This will dimmish, so to say, the difference 
between the individual and social marginal productivities, and 
•would greatly facilitate the economic development based on 
the market exchange economy We have noted our Pnme Minis- 
ter’s statement in suggesting a greater decentralization with an 
overall supervision by the Government Yet m this context it is 
surprising to note the specific mention in the resolution that the 
State will undertake state trading on an increasing scale One 
possible advantage of state trading may be to check the infla- 
tionary pressure due to the generation of income and the shortages 
of consumers’ goods m the developmental process of the eco- 
nomy But for that the Stale does not have to adopt state trading 
on commodities like food, which however might be desirable in 
certain circumstances Moreover it is belter to adopt other mone- 
tary and fiscal mesures to curb inflation, state trading may be 
adopted only when it is absolutely essential Again it seems incon- 
sistaot to have state-trading on an increasing scale on the one 
hand, and adopt a "policy of the State to facilitate and encourage” 
the development of a large number of industries, which are 
excluded from Schedule A and B, in the pnvate sector In 
the same policy announcement the pnvate sector is also assured 
of encouragement by means of proper fiscal and other measures, 
and by fostering institutions to provide financial aid to private 
industrialists 

The policy aiming at the expansion of the public sector was 
not peculiar to the mdustnal field, rather it was a general policy 
adopted to he executed m implementing the Second Five Year 
Plan Whereas m the First Five Year Plan the pnvate sector was 
given an equally important role to perfonn, in the Second Plan 
its share was reduced to 31 per cent Thus out of the total esti- 
mated investment of Rs 6,200 crores over the Second Plan 
period, Rs 4,800 crores were to be invested m the public sector 

To raise Rs 4,800 crores the Planning Commission had to 
calculate the income from budgetary resources at the existing 
and revised scale, non budgetary revenues from public enter- 
pnses, and the possibilities of mobilizing pnvate savings to 
public investments through pubhc borrowing Thus the domes- 
tic resources available from savmgs were of the order of Rs 2 400 
crores Deficit financing was to be undertaken to the extent 
ofRs ],200crores ThusagapofRs 1,200 crores was left to be 
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met by external assistance The Planning Commission had 
envisaged aid from foreign sources to the extent of Rs 800 crores 
leaving an uncovered gap of Rs 400 crores 

The calculation of the need for raising external resources to 
the extent of Rs 800 crores was based on the assumption that 
the terms of trade during the five years of the Second Plan would, 
on an average, remain the same as during 1955 56 and that the 
inflationary pressures will be held under firm control On this 
assumption the total deficit in the balance of payments over the 
plan period was expected to be Rs 1,100 crores This deficit 
was to be offset to the extent of Rs 200 crores by the release 
of our sterling balances Further, the inflow of private foreign 
capital was assumed to be of the order of Rs 100 crores Thus 
a net amount of Rs 800 crores was to be raised externally for 
meeting the deficit in the balance of payments The foreign 
resources which were made available to India during the First 
Plan were not fully utilized and a balance of Rs 193 36 crores 
was left to be used tn the Second Plan The rest was to be raised 
through loans from the IBRD and by loans and grants from other 
friendly foreign governments 

The amount of Rs 800 crores expected from external sources 
during the Second Plan was very great — four times that expect* 
ed during the First Plan— but the amount actually raised has been 
still greater The total amount authorized upto the end of January 
1959 was as much as Rs 1 018 29 crores Statements II A and 
II B give detailed description of the amounts authorized by 
various agencies and their utilization 

The International Bank for Reconstruction and Development 
has continued its lending operations to India on a more liberal 
scale It sanctioned a loan of Rs 1190 crores in continuation 
of its two previous loans for the Damodar Valley Corporation, 
and another loan of Rs 4 67 crores for the completion of Trom 
bay Thermal Plant for the installation of which it had given one 
loan previously Similarly a second loan of the amount of Rs 9 52 
crores was sanctioned for the expansion of the Indian Iron and 
Steel Company For the programme of railway rehabilitation 
and expansion it advanced two more loans of Rs 42 86 crores and 
Rs 40 48 crores 

Amnojg, the. new hormwers. lakiiig, Ccesb. l/jans. fxooj. ibftt.aBXi 
are the Air India International Calcutta and Madras Port 
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Authorities and the Tata Iron and Steel Company The loan 
of Rs 2 67 crores at the rate of 5J percent to the Air India Inter- 
national IS a part of the joint financing as along with it the Air 
India International has also borrowed $11 2 milhon from five 
leading US commercial banks These funds will enable the All 
to purchase jet passenger airplanes and ancillary equipment 
The Bank granted a 20 year loan of Rs 13 81 crores at 5 J per cent 
to the Commissioners for the Port of Calcutta for the purpose 
of rehabilitation and improvement of the Port and for providing 
other facilities so as to rebeve ship congestion and expedite 
handling of cargo Similarly Madras Port has secured a Joan of 
Rs 6 67 crores on the same terms as Calcutta Port It would be 
used for modeini7ation and expansion of the port to increase its 
capacity to handle greater traffic The Tata Iron and Steel Com* 
pany has taken two loans of Rs 35 7l crores and Rs 15 47 crores 
to complete its two expansion programmes by the end of I960 
These programmes will enable the Company to produce a sub- 
stantially greater amount of steel at the lowest cost of production 
in the world This will help India’s Second Plan to materialize 
Its objective of bringing domestic output of steel abreast of 
demand by the end of March 1961 Thus the total amount of 
loans sanctioned during the Second Plan by the World Bank 
stand at Rs 183 76 crores all of which are on a Jong term basis 
Loans coming from friendly foreign governments amounted 
to Rs 255 70 crores since the beginning of the Second Plan As 
compared to the First Plan penod a greater number of foreign 
governments have adopted a sympathetic and cooperative atti- 
tude and loans have been made available by various countries 
such as USSR, UK, West Germany, Japan, and Canada The 
reason might be that these gbvemments are confident of the 
progress of India’s economic development The USSR has given 
credit for industrial development of the amount of Rs 59 50 
crores besides the previous credit for the Bhilai Steel plant of 
Rs 63 07 crores which is being spent during the Second Plan 
The United Kingdom has made avadable two credits through 
the Export Credit Guarantee Department, the credit for Durga- 
pur plant amounts to Rs 20 00 crores and that for the import 
of capital goods amounts to Rs 38 10 crores On smular lines the 
West German Government has oQemd two credits — one of 
Rs 74 83 crores for Rourkela Steel plant and the other of 
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Rs 19 94 crores for the import of capilal goods Yen credit 
from Japan amounts to Rs 23 8l crores and another loan front 
Japan is for the non ore project "nie two Canadian wheat loans 
amount to Rs 15 71 crores for meeting the food shortage since 
the beginning of the Plan 

Assistance from the United States has been coming front 
varied sources and in various forms Loans from the United 
States to be repaid in dollars amouted to Rs 92 09 crores 
These came in the form of a loan from a US bank to the Air 
India International amounting to Rs 5 33 crores, Lazard Bro- 
thers’ credit of Rs 15 33 crores to meet a part of the cost of the 
Durgapur Steel Plant, and the Export Import Bank loan of 
Rs 71 43 crores 

The United States has realized India’s difficulty m raising 
dollar resources for the servicing and repayment of loans ard 
therefore has given loans worth Rs 1 15 48 crores to be repaid m 
rupees namely, the loan under TCA Programme of the amount 
ofRs 22 63 crores two loans from US Development Loan Furd 
amounting to Rs 83 33 crores and the US Government loan 
for Orissa Iron Ore Project of Rs 9 52 crores These loans will 
not have any strenuous effect on India $ balance of pajments 

PL 480 assistance from the United States between August 
1956 and September 1958 has been of Rs 270 67 crores The 
sale proceeds of the PL 480 assistance are to be divided in three 
parts— the first part to be used by ibe US Government in India, 
the second part by the Stale Governments and the third part 
to be utilized for advancing mutually agreeable loans to US and 
Indian firms 

The grants made to India by January 1959 amounted (o 
Rs 100 59 crores Comparatively speaking they are considerably 
less than those of the First Plan Whereas they were nearly 40 per 
cent of the total foreign assistance in the First plan, dunng the 
Second plan they are hardly JO per cent of the total foreign assis- 
tance The grants during the Second Plan have come under the 
Technical Cooperation Administration (Rs 12 23 crores), from 
US Public Law 480 (Rs 42 75 crores), Colombo Plan (Rs 41 55 
crores) and from the Ford Foundation (Rs 7 3 1 crores) 

All in all the US and the IBRD continue to be the major 
sources of external assistance though other governments have 
also extended their friendly cot^ieration to a considerable extent 
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It Will be noted that the World Bank has given loans for 
purposes of the development of power plants, means of transport 
and communications and the manufacture of Iron and Steel 
We have noted that the expenditure on the development of the 
railways during the First Plan was in the nature of rehabilitation 
and therefore greater expenditure on building up of the capacity 
of the railways was needed for the industrial expansion of the 
country The development of aviation, shipping and ports is 
necessary for the expansion of international trade relations, for 
which loans were made available by the IBRD Loans for the 
development of industry and agriculture came forth not only 
from the IBRD but also from other friendly governments 
Foreign governments also provided loans for the import of 
capital goods and genera] economic development It is there- 
fore obvious that while in the First Plan a ground was prepared 
for a more balanced economic development with certain limita- 
tions, a greater emphasis was laid during the Second Plan on 
building up of overheads, the means of transport and communi- 
cations and the development of basic industries Thus the tempo 
of economic growth, the interdependence of accelerated econo- 
mic development and the balance of payments difficulties can 
hardly be over-emphasized Over and above that the basic mis- 
take of not providing enough of essential consumers' goods 
especially food was comnntied which, as we shall see, led to the 
difficulties of foreign exchange in spite of a large amount of 
foreign assistance being available 

Table 13 

FOREIGN EXCHANGE REQUIREMENTS OF VARIOUS 
PROJECTS 
(m croies of rupees) 

hem First Second 

Five iearPfan Fne YearPlan 

Power 260 440 

Railways 268 I 125 

Industries in public sector 57 524 

Industries in private sector 233 575 

Total 818 2 664 


As we have noted, total investment during the Second Plan 





120 INDIA S ECONOMIC DEVELOPMENT 

was two times that during the First Plan The Second Plan 
howc\er differed not onty ftota the point of view of niagniti.dc 
but also from that of structure Table 13 giies a rough calculation 
of the foreign exchange lequircnwnts of the various projects 
during the First and Second Plans 
According to Table 13* the required foreign exchange is more 
than three times as much as in the First Plan Even this was an 
under estimation because actually there was a greater shift in 
favour of the projects requiring larger proportion of foreign 
exchange due to the great emphasis on heavy industries wh ch 
required larger imports of capital goods 
Statement XII shows India s overall position during the first 
three years of the Second Five Year Plan It will be noted that 
whereas the balance of payments situauon during the Frst Five 
Year Plan was on the whole well under control it shows a net 
deficit of the order oF Rs 221 crores in the first year of the 
Second Five Year Plan This deficit stands in sharp contrast to 
the surplus of Rs IS crores during the >ear I955>S6 the last 
year of the First Fnc Year Plan The h gh magnitude of the 
deficit in the balance of payments in the year 1956 57 was due 
to a number of reasons First the high tempo of developmental 
activities in the public sector specially in the industrial pro 
gramme led to a considerable increase in the imports on Govern 
meni account Moreover the import contents of some of the 
developmental projects for instance iron and steel were under 
estimated and (he actual imports far exceeded the anticipated 
ones Secondly the imports of foodgrains increased to Rs 102 
crores in 1956 57 as compiared to onlj Rs 20 crores in the previ 
ousyear This combined witbthegreaienmports of capital goods 
on Government account led lo (be doubling of the imports in 
the public sector the imporis rose to Rs 291 crores in 1956 57 
as compared to Rs 138 crores in 1955 56 Lastly the optimistic 
expectations which resulted from the increased developmental 
expenditure in the public sector led to unexpectedly great econo 
mic activity in the private sector This combined with the liberal 
ized import policy in the past resulted in a substanl al increase 
in the imports on private accounts The total imports therefore 
showed an increase of Rs 346 crores over the previous >car 
’Exports on fne ofner'nanci dim nis'ned s'! ght'iy i e Irom Tts bTi 
* Cf Heser tBani. of Ind a Bulkt ir July 1957 pM2 
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crores in 1955-56 to Rs 635 crores m 1956-57 The diminution 
-of exports was mainly due to cotton and vegetable oils which 
happen to be important conunodtties of exports 
In 1957-58 the adverse balance of payments still accentuated 
and it was of the order of Rs 260 crores as compared to that of 
Rs 221 crores in 1956 57 The increase m imports was mainly 
due to Government account where the imports increased by more 
than 70 per cent i e from Rs 291 crores m 1956-57 to Rs 509 
crores m 1957-58. This phenomenal increase of imports on Gov- 
ernment account was mainly due to increased imports of food- 
grams, which rose from Rs 102 crores m 1956-57 to Rs 152 
crores in 1957-58, and due to greater imports of machinery, 
equipment, iron and steel and defence stores The imports on 
the private account, on the other hand, were considerably re 
duced by means of rigorous control over imports specially of 
non-essential commodities Yet imports of machinery and raw 
materials by the private industrialists increased over that of the 
previous year Part of the increased figures can be accounted by 
■the past commitments for which payment was made m 1957 58 
On the side of exports, in spue of the various incentives which 
■were provided, they decreased by about Rs 40 crores from the 
previous year The mam reason for the fall in exports was due 
to the recession in the United States which resulted m a set- 
back to economic activity all over the free world 
The serious condition in regard to the foreign balance of 
payments situation (which was mainly due to the short fall in the 
food production, initial under-estimalion of the foreign exchange 
components of certain projects and the inclusion of a number 
of schemes which appeared urgent at later stages) combined 
With the rising prices of commodities, specially of foodgrains. 
In the country led to the rise in the cost of the Plan considerably 
For instance, it was found that because of the rise in general 
prices the cost of the Plan had increased by Rs 470 crores, 
under-estimation of the cost of some projects accounted for an 
increase of Rs 285 crores and the inclusion of new schemes which 
appeared to be urgent at later stages further increased the cost 
by Rs. 195 crores Thus it was found that to achieve the same 
physical targets the original Plan of Rs 4,800 crores would in 
financial terms have cost Rs 5,750 crores The Planning Com- 
mission, therefore, in their memorandum on the Appraisal and 
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Prospects of the Second Five Year Plan submitted to the National 
Development Council and the Parliament m May 19SS, suggested 
that if despite the increased cost the Plan was to be kept at 
Rs 4 800 crores then, the allocation of the expenses would have 
to be revised The revisions suggested are shown in Table 14 
Table 14 

REVISIONS IN EXPENDHURE SUGGESTED BY THE 
PLANNING COMMISSION 



Original 

Revised 


iun(m 
Crores of 
rupees) 

Percen 
tape of 
total 

Expend! 
lure (m 
crores of 

Percen 
toge of 
total 

1 Agriculture and Common ly 
Development 

568 

n 8 

568 

ns 

2 Irrigation and Power 

913 

190 

860 

17 9 

3 Village and Small Industries 

200 

42 

200 

42 

4 Industries and Minerals 

690 

14 4 

880 

184 

S Tramport and 
Communieaiions 

1385 

28 9 

1 345 

28 0 

6 Social Services 

945 

19? 

863 

180 

7 Miscellaneous 

99 

20 

84 

17 

Toul 

4 SCO 

1000 

4 800 

1000 


It IS to be noted that the financial plan of Rs 4 800 crores 
would have meant a reduction of 13 per cent m the physical 
targets which were to be achieved originally But since the 
resources were not sufficient to maintain the original Plan expen- 
diture of Rs 4 800 crores it was considered by the Planning 
Commission to reduce the expenditure of the Plan by Rs 300 
crores thus bringing it down to the level of Rs 4 500 crores 
The reduced outlay of the Plan to the level of Rs 4 500 crores 
was to mean allocations as indicated m Table 15 
The revised figures as given in Table 15 indicate that there 
is no difference whatsoever in the pnonlies m the allocation 
of the resources It would however mean a reduction in terms 
of physical targets of almost 19 per cent from the original plan 
TTie National Development Council and the Parliament gave 
due consideration to the revised scheme submitted by the Plan- 
ning Commission but it was generally realized that while on the 
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Table IS 

ALLOCATIONS BASED ON THE REDUCED OUTLAY 
OF THE PLAN 



Original 

Rexised 

Item 

Expendi 

tageof 

total 

Expendi 
ture(m 
crores of 
rupees) 

Percen 
lage of 
total 

1 Agriculture and Communjly 
Development 

568 

11 g 

510 

11 3 

2 Irrigation and Power 

913 

190 

g20 

lg2 

3 Village and SmaJJ Jnduslncs 

200 

42 

360 

36 

4 Industries and Minerals 

690 

144 

790 

17 5 

5 Transport and 
Communications 

I38S 

28 9 

1 340 

29 8 

6 Social Services 

945 

19 7 

gio 

180 

7 Miscellaneous 

99 

20 

70 

16 

Total 

4800 

tooo 

4 500 

1000 


one hand it was not possible to keep the original plan of Rs 4,800 
crores as the real resources fell short of ihe requirements, on 
the other hand a reduction of the plan by Rs 300 crores would 
hate a deraoraliziog effect on the public at large The National 
Development Council therefore decided to bifurcate the Plan 
Part A of the Plan costing Rs 4,500 crores was to include pro- 
jects relating to agricultural production, ’core” projects and the 
projects which had reached an advanced stage and other essen 
tial schemes The remaining part of the plan that is Part B was 
to consist of the rest of the schemes which could be undertaken 
if the resources were available 

Since then emphasis has been on the achieiement of Part A 
of the Plan and it has naturally reduced the previous strain on the 
economy Even then imports of the public sector have continued 
to increase although the rate of increase has been much slower 
than before In 1958-59 for the first tune imports on Govern- 
ment account have been more than half of the total imports The 
sJ/wi '/ryrpttrtS’s.hfi.’BWW ‘A/t 

the Government’s policy to limit imports of non-essential goods 
to the minimum Imports of foodgiains continued to be an impor- 
tant Item although they were lower by Rs 10 crores than in the 
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previous year Imports on the pn\ate account on the other hand 
•were very greatly curtailed especially in the case of goods which 
were wholly or mainly manufactUFed The total imports on pri 
vale account fell by 27 per cent In view of this fall m imports in 
the private sector it is interesting to note that imports of raw 
materials were higher than in the previous jear because the 
Government wanted to encourage industries in the pnvate 
sector 

It IS however disquietemng to note that in 1958 59 exports 
further declined even though the Government had established 
for purposes of export promotion certain institutions like the 
State Trading Corporation the Exports Risks Insurance Corpo 
ration and the Directorate of Export Promotion The reasons 
for the decline in exports were several Firstly there was the 
impact of the recession in the United States on the Western 
countries which led to the curtailment of their imports Secondly, 
growing competition with Japan and China in the South east 
Asian markets regarding cotton textile goods diminished India s 
exports Lastly the restrictive import policy of the Govem* 
sient led to domestic uciiizairon of a substantial quantity of 
raw materials formerly exported which in turn reduced their 
exports Thus the total dehat trade balance in 1958 59 was 
Rs 470 crores which was higher than in 1956 57 The fact that 
It was lower than that of 1957 58 was entirely due to the severe 
curtailment of private imports Happily during this >ear we 
received a very substantial financial assistance {as much as 
Rs 217 crores) which has diminished the strain on foreign 
exchange to Rs 47 crores as compared to that of Rs 260 crores 
in 1957 58 and that of Rs 221 crores in 1956 57 The easing of 
the situation thus has been entirely due to the restrictive pol cy 
of imports on private account and very great external assistance 

These facts reveal that in the first instance the food situation 
in the country remains serious and every year we have been using 
a substantial amount of foreign exchange for the imports of 
foodgrain The fact that a substantial part of these food imports 
comes under PL 480 does noi mean any real solution of the 
problem as this increases the debt burden on the country Again 
the news that Australia and Canada want to export what they 
call their nncmal. exjjaittahlA wheat ia Oid/a. of! ibe, miupuJiide. 
of 400 000 to 500 000 tons every year (and the US Government 
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IS going to reduce the export of US farm surpluses to that extent) 
means another burden to the country The interesting feature of 
this situation is that the Government of India is willing to enter 
into a barter deal to avoid the foreign exchange problem Know- 
ing that the country has not been ina posilon to increase exports 
to any great extent it sounds like a paradox to negotiate a barter 
deal for the imports of foodgrains Our Food Minister has men- 
tioned once again the necessity of building a buffer stock of five 
million tons from the importation of foodgrains under PL 480 
programme from the United States All this shows the necessity 
for the improsement of agncultural sector for which short-term 
measures are really no substitutes As we have emphasized earlier 
the real problem of the development of underdeveloped coun- 
tries IS the development of both agriculture and industry We 
would be committing a great mistake if we do not pay due attcn 
tion to the development of agricultural production and neglect 
allied problems like land reforms, etc It may also be mentioned 
that wc have been attempting to get over our difficulties by means 
of foreign loans and assistance which means greater didiculties of 
foreign exchange m near future as soon as repayment on a large 
scale starts It is therefore necessary that greater attention should 
be diverted to the encouragement of inflow of private capital 
which means obviously less difficulties and greater advantages in 
(he process of economic development of the country 
One important thing to note is that during the three years 
of the Second Five Year Plan our policy in relation to internation- 
al trade has been that of restriction on the import of luxury 
consumer goods and the cITorls to promote exports as far as 
possible This was With a view to lessening foreign exchange 
difficulties which are necessarily involved m developmental 
process In 1956 57, for instance, with the initiation of large- 
scale developmental programmes imports of raw materials in the 
first half of the year were liberalized That led to optimistic 
expectations on the part of pnvate entrepreneurs, and the 
expansion of the public as well as the private sectors combined 
With food shortage made Ihe foreign exchange requirements 
far more than anticipated Consequently m the later half of the 
year a restrictive import policy was pursued m regard to luxury 
consumer goods and even raw materials and machinery on pri- 
vate account However, in spite of the acute difficulties as regards 
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foreign exchange resources the exporters of various manufactur- 
ed commodities in the country were encouraged to import 
machinery and raw materials required for the manufacture of 
exportable commodities To promote exports of commodities 
lilce mica, leather and leather goods. Export Promotion Councils 
were set up Moreover, for exploring and supplementing the 
existing channels of trade ihe State Trading Corporation was set 
up All this was meant to increase exports over imports to enable 
the country to abridge the balance of payments difficulties 

In the year which followed, foreign exchange difficulties were 
accentuated and it became necessary to follow a policy of drastic 
cuts in the imports of non-essential consumer goods But even 
at the time when it appeared that there was a sort of crisis of 
foreign exchange (which uliunatcly led to the rephasing of the 
Plan) adequate provision was made for the import of essential 
basic materials so that developmental activities might not be 
retarded Thus, although private imports were restricted consi- 
derably, the increased imports on Government account more 
than compensated the reduction on private account 

Keeping in view the acute foreign exchange difficulties, the 
Government of India appointed the Export Promotion Com- 
mittee in the beginning of 1957, which submitted its report in 
August 1957 The Committee recommended reduction of ex- 
port duty on tea, curtailment of consumption of certain com- 
modities like groundnut oil and negotiations of barter trade 
agreements In the same year a Directorate of Export Promotion 
was also established to coordinate tbe activities of the Export 
Promotion Councils In addition, the Export Risks Insurance 
Corporation was also set up to facilitate exports 

This policy of export promotion was continued in the year 
1958 59 and in the case of a number of commodities, e g cotton 
and jute textiles, electrical goods, etc control on exports was 
released and large export quotas were granted for raw cotton, 
groundnuts, tea etc A number of fiscal concessions were 
also granted to the manufacturers of exportable commodi- 
ties so that Indian goods might be sold at competitive prices 
m foreign markets 

The import policy was very restrictive speaally during the 
first half of the year In the second half of the year, however, a 
great scarcity of some of the consumer goods like infant food, 
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watches and photographic goods was felt and therefore import 
policy m regard to these goods was liberalized to a certain extent 
Yet during the whole of the year the need of exports was always 
kept m view, and a policy of linking up of exports with imports 
of materials and machinery was pursued The activities of the 
various institutions established for the purpose of export promo- 
tion were greatly intensified but even then exports could not be 
increased to any significant extent 

Thus we find that in spite of the vigorous efforts made by the 
Government to promote exports and restrict imports of luxury 
consumer goods there has been a deficit in the balance of trade 
during all the three years of the Second Five Year Plan In the 
third year, however, the deficit was reduced, but that was mamly 
on account of the large inflow of foreign assistance in the form 
of loans and grants 

The situation may be further analysed by considering the 
position of the deficit balance of payments in regard to the van- 
ous major currency groups Statement XDI shows the region* 
wise summary of India’s balance of payments on current account 
for 1956 57 to 1958 59 In 1956 57 the deficit was spread over all 
the currency groups but it was mainly concentrated in regard to 
the OEEC countnes The imports from all the groups increased 
but the largest increase was from the OEEC countries Because 
of the increased competitiveness of the various countries of this 
group the export prices of their commodities were considerably 
low This, combined with the fact that the area is capable of 
supplying us the goods needed for the developmental pro- 
grammes accounts for the large increase of imports from this 
region The large deficit of trade balance with the sterling and 
the dollar areas is to a considerable extent made up by in- 
visibles and official donations 

In the following year, 1957-58, the deficit was accentuated 
As we have pointed out earlier a substantial increase from the 
dollar area was largely due lo the imports of foodgrains under 
the Technical Cooperation Admimstration and PL 480 pro- 
grammes Exports to the dollar area were increased to a consider- 
exJAv/ TJj.'j nrA a si^tsstisl srrMunt of aScrsl 

donations and invisibles led to a sbght diminution in the overall 
current deficit balance of payments from the dollar area On the 
other hand m regard to the sterling area although imports dimi- 
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nished slightly yet the diminution in exports more than counter- 
balanced the increase and the trade balance in 1957-58 was 
actually more than that of 1956-57 The deficit was very much 
pronounced m the case of OEEC countries where both increase 
in imports and decrease m exports simultaneously took place 
Since official donations and invisibles from this area are insigni- 
ficant the deficit in the trade balance was Rs 241 crores as 
against Rs 200 crorcs in the previous year 

In 1958-59 there was a narrowing down of the deficit with 
respect to all the areas — the greatest being in the case of the 
OEEC countries This is due to the substantial reduction in 
imports from all these areas specially on private accounts 
The narrowing down of the overall deficit has also been made 
possible by the great inflow of foreign grants and assistance 
during this year 

A very disquieting feature of the whole situation was where- 
as there used to be a surplus with the rest of the non sterling 
area during the First Five Year Plan, during the first three years 
of the Second Five Year Plan it turned into a deficit which has 
been on continuous increase This is as we have noted earlier 
due to the greater competition with the cheap products from 
China and Japan in the Middle East and Far East The negotia- 
tions for the formation of European Free Trade Association 
(which IS almost taken for granted to start from July I960) has 
increased India’s fear about its adverse effect on exports How- 
ever, the assurance given by the British Chancellor of Exchequer 
in the Commonwealth Finance Ministers’ Conference to the 
Commonwealth countries that their interests will be safeguarded 
IS quite encouraging 

All in all we note that in spite of the rephasing of the Second 
Five Year Plan wc have not been in a position to overcome the 
difficulties of deficit balance of payments An analysis of the 
total deficit shows that the dilEculties have been mainly because 
of the high tempo of developmental activities in the public sector 
and the acute shortage of foodgrains A greater attention has got 
to be paid for the development of consumer goods industries 
and production of raw materials which are the responsibility of 
the private sector After all in the earlier stages of economic 
dei'^apntent to lacrease our exporiabie surphs to ntako 

possible large imports of capital goods required for develop- 
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mental process And this can be done only by providing greater 
incentives to private capitalists who can expand the consumer 
goods industries 

Happily the Government of India has not neglected this aspect 
altogether We have noted in the last chapter the initiative it 
took in the establishment of the Industrial Finance Corporation 
of India and the State Industrial Finance Corporations and the 
loan assistance which it provided to the Industrial Credit and 
Investment Corporation of India for pumping capital into the 
private investment sector These institutions have been successful 
in attracting internal private capital into the industrial field 
These Corporations have increasingly raised funds in the Indian 
capital market They "have also sanctioned and disbursed increas- 
ing amounts of loans for the expansion of existing industrial 
concerns and for the establishment of new ones It will not be 
out of place to discuss their activities m detail 

The Industrial Finance Corporation of India’s disbursements 
of loans have been increasing to amount and the borrowing indus- 
tries have become diverse m nature Upto March 1959 it bad 
sanctioned loans amounting to Rs 64 34 crores Though the 
amount of actual loans sanctioned in 1956 57 was less (Rs 9 76 
crores) than in the previous year (Rs 13 38 crores) the amount 
of actual disbursement was significantly higher and stood at 
Rs 24 10 crores This amount was one third of the total dis- 
bursements made by the Corporation since its inception in 1948 
Such a heavy disbursement of loans was partly due to the un- 
preparedness of the projects for which the loans were sanctioned, 
and It partly explains the fast lenipo of industrial expansion in the 
private field with the beginning of the Second Five Year Plan 
The Government of India, realizing the heavy pressure of 
demand for financial assistance from industrial concerns, gave a 
loan of Rs 13 5 crores to the Corporation under the Second 
Five Year Plan This amount was later raised to Rs 22 5 crores 
During the next two years, 1957-58 and 1958-59, the loans' 
sanctioned amounted to Rs 9 06 crores and Rs 6 91 crores 
respectively Thus the amounts sanctioned have been showing 
.3 J&nmvsr’d /.swc tbs st tbs Ssosetd Fas IVar 

Plan Nevertheless, interestingly enough the actual disbursements 
to meet the past commitments of loans have been increasing 
every year so much so that 60 per cent of the total disburse- 



130 INDIA'S ECONOMIC DEVELOPMENT 

merits by the Corporation since 1948 were during these three 
years of the Second Plan The pnncipal borrowers were co- 
operative sugar factories, chemical, cotton textiles, engineering 
and cement companies 

The amendment of the Industrial Finance Corporation Act 
in 1957 enabled the Corporation to raise funds to a greater extent 
to cope with the requirements of the borrowers For example it 
can now float loans m the market upto ten times its paid up 
capital as against five times which it could do formerly Of 
course it continues to have its borrowing privileges with the 
Reserve Bank of India One important amendment which widens 
the scope of activities of the Corporation is that it has been 
empowered to guarantee deferred payments by importers of 
capital goods This indeed is a major improvement m view of 
the need for importation of capital goods without at the same 
time having adequate exchange facilities to make payments on 
the spot 

The State Financial Corporations have been making steady 
progress in matters of sanctiomng and disbursing of loans 
Their activities during the last few years are indicated in Table 16 

Tabu 16 

LOANS SANCTIONED AND DISBURSED BY THE 
STATE FINANCIAL CORPORATIONS 
(id crores of rupees) 


Year 

Amount of 
loans sanctioned 

Amount of 
loans disbursed 


1955-36 

450 

J 87 


1956-57 

443 

2 86 


1957-58 

4 77 

3 71 


1958-59 

499 

3 33 



Though the extent of the activities of these Corporations is 
limited yet they are performing a useful function in providing 
capital to medium-suc industries These Corporations act as 
agents of the State Governments in providing concessional 
finance to smaller industnes 

They have gained confidence and stronghold in the capital 
market and have been issuing since 1957 bonds of ten years’ 
maturities which were oversubscribed by the public Thus ihey 
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are effectively channellizmg the scattered capital towards smaller 
industries 

The Industrial Credit and Investment Corporation of India 
was not very active during 1956 57 and did not utilize the $10 
million loan which the IBRD had sanctioned to it during the 
year It was only m 1957 58 that it started sanctioning loans in 
foreign currencies and during the year it withdrew $4 5 million 
from the loan taken from the IBRD The delay in the utilization 
of the IBRD loan was inevitable because the IBRD does not dis- 
burse loans unless it thouroughly examines the projects for which 
the loan is given The preparation and presentation of plans for 
such projects naturally takes tune The Corporation continued 
promoting expansion in investment activities by giving financial 
assistance in Indian as well as foreign currencies and by invest 
mg m shares and debentures and in underwriting operations The 
total financial assistance which the Corporation had agreed to 
make available since Its establishment in 1955 upio J958 amount- 
ed to Rs 13 37 crores Because of the increased pressure of 
demand for loans in foreign currencies the Corporation has 
sought to increase its dollar resources by obtaining another 
loan of S 10 million from the IBRD The Government of India 
entered into an agreement with the US Technical Coopera* 
tion Mission in May 1959 to give a loan of Rs 10 crores to the 
Corporation out of the new PL 480 funds This would increase 
the rupee resources of the Corporation 

The lending operations of the Industrial Credit and Invest- 
ment Corporation of India Ltd arc broadbased, the borrow- 
ers being the paper, chemical, pharmaceutical, cngineenng, 
sugar, rubber, textile, cement, automobile, and electrical goods 
industries 

On 5 July 1958, a new Corporation under the name of 
Re'inance Corporation for Industry Private Ltd was registered 
under the Indian Comparaes Act The Corporation has been 
set up With the objective of providing relendmg facilities to 
medium sized industries against the medium term loans granted 
to them by banks The Corporation is meant primarily to 
encoftriyif^ /irodurjjno jff xodvsiaes jncliided on the Second 
Plan and in those to be included in the following Plans for 
India’s economic development 

So far the Corporations had taken up only one aspect of 
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industrial development, that is, the provision of capital in the 
form of loans or investment in shares in the existing and newly 
established concerns However, the Government has realized the 
need for controlling the direction of investment so that only the 
planned industries are established and expanded and as a conse- 
quence industrial development as a whole fits into the pattern of 
the national Plans This of course, is badly needed in view of 
the fact that private investment if left to itself tends to be lopsided 
and there IS likelihood that pnvatc investors might concentrate 
attention only on immediately profitable industries to the neg 
lect of such industries which are important from the stand point 
of the development of the economy as a whole without undue 
reliance on the imports In view of this the Government set up 
the National Industrial Development Corporation as a pnvatc 
limited company in the year 1954 The Corporation concentrates 
on projects relating to the manufacture of industrial machinery, 
production of primary intermediates required by drugs, dyestu^s 
and plastics industries, and some important raw materials like 
aluminium, synthetic rubber, etc 
The Corporation has specially taken up the task of the modern- 
ization of jute and cotton textile industries It acts as an agency 
of the Government in the matter of advancing loans In June 
1959, with a view to speeding up the modernization process, the 
Corporation undertook the task of providing Indian made 
machinery on hire purchase basis to cotton and jute mills 
In Chapter I we have mentioned that the Second Five Year 
Plan was based on the Mahalonobis model of economic growth 
Accordingly the rapid mechanization of the key industries was 
to be accompanied by decentralization of a number of small- 
scale industries which could provide increasing employment 
This increased employment in small industries would to a certain 
extent, compensate the displacement of labour in the large- 
scale industrial sector The Government of India in its effort 
to assist small industries provided financial assistance to State 
Governments to help the development of small industries dunng 
the First Five Year Plan and established the National Small 
Industries Corporation in February 1955 The activities of the 
Corporation have been intensified with the beginning of the 
/IkiT iV ibrs" cximiW trtir scape ircitviiles- dy v'liv 
addition to providing finance) supplying machinery to small 
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scale industnes on hire purchase basis In 1957 four subsidianes 
of the Corporation were set up in Bombay, Calcutta, Afadras 
and Delhi The Corporation’s activities are financed by grants 
and loans made by the Central Government 

The State Bank of India has been taking keen interest in the 
provision of finance to small industnes Since 1955 it has started 
“pilot” schemes for coordinated provision of credit to small 
industries at a number of centres throughout the country for the 
establishment of “industrial estates” For this purpose it follows 
a “Liberalized Credit Scheme” 

Thus We find that private industrial sector is being provided 
on an increasingly large scale its capital retjuircments for the 
development of large as well as small industries It is being 
realized that whatever discourages private capital inside the 
country also discourages the inflow of capital from outside 
The Government of India is now conscious more than ever of 
the necessity of attracting foreign investinenis in India provided 
these investments be in confonaiiy with ihe pattern of the 
national plans In a recent note to the United Nations on India s 
economic progress u has been laid down “For development 
to continue at a satisfactory rate there will be need for a subs* 
tantial flow of international capital for a long period to come ” 
We are also going to pass legislation to indemnify foreign Go* 
vernments (such as USA) who give guarantee to their nationals 
against e^propnaiion in respect of their investments in India 

The encouragement to pnvate foreign investors has become 
still more necessary in view of the recent policy announcements 
of the US Government to link US loans with purchases m the 
USA The US was compelled to announce this policy because 
of the depletion of Us resources m recent years This is going to 
affect US assistance to India considerably 

We noted in the last chapter that Ihe most appropriate type of 
business enterprise which contains the advantages of both pnvate 
foreign capital and internal control is the combined venture in 
which both foreign investors and Indian capitalists participate 
Many such schemes have been accepted during the Second Five 
Year Plan For instance, a US firm and the Brrlas are going 
to establish a big cement factory in India Some Indian firms 
are combining with foreign firms in the production of diesel 
locomotives in India For instance, TELCO will combine with a 
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German firm. National Engineering Industries of Jaipur with 
Hindustan Motors and the West German firm Mak, and the 
Texmaco, Calcutta with the American Loco Company to pro- 
duce diesel locomotives in India We hope m future many more 
negotiations of this sort will be undertaken to ensure smooth 
development of the country 
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STATEMENTS 
Statement I 

NAT.OHAI, .NCOMB OF THE INDH.N UN.ON, .94.-49 
(by industrial otigm) 


Item 


flet Pereen- 

output togf 
(in owes 
of rupeei) 


fiumber f<ei 

ofpersons output 
engaged por 

!:"aT.d 

(thousands 
of rupees) 


4070 
60 
20 
4 ISO 


Agriculture 

Aericulture, animal husban- 
dry Sl ancillary activities* 

Forestry 
Fishery 

Total of Agriculture 
Manu/acfuri«g. and Hand 

Mining . ,, 580 

Factory establishments 
Small enterprises 
Total op Mi'Jwe. 

TURiNO At.iD Hand Trade i.>w 
Commercf, Transport and Communieaiion 
Communications (post, tele- . 

graph and telephone) ^ 

Railways . 

OrganiTcd banking and 
insurance 

Other commerce and trars- 
^-OTAL OF Commerce, Tr^* , 

PORT AND Communication* i.'w 


50 

1.420 


Other Services 

Professions and liberal arts 
Governmental services 
(administration) 

Domestic services 
House property 
Total of Other Services 

Net Domestic Product at 
Factor Cost 

Net Earned Income from 
Abroad 

Net National Output at tAC* 

R Cost NationalIncome 8.710 


16 3 
19 5 


320 


149 

187 


06 

08 


TOR Cost National income 



the cultivator m respect of his own p 

‘ Include services of indigenoDS moneylewiers 




{a+)3S71 




17 TISCO 
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ATCMCNT II n 




STAnniLKT ni A 

PRINCIPAL EXPORTS FROM INDIA— 1950-51 
(in lakhs of nipees) 



(Thousand tons) 801 



usandcwl) I.W* ‘'^T 
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59.679 72,907 57,234 52,58. 58,847 59,085 



PRINCIPAL IMPORTS INTO INDIA DURING 1950 51 
^ (in lakhs of rupees) 



of food ersin awaiting adjustmeni 


I9S3-S4 J9S4‘SS 



rncy and Ftnancc Rrp^, 1955-56, 
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Stv 

INDIA S BALANCE O 
(jn crof< 

mo mi 

Deparment Ltah'i Tiei Astets Uabt AVf Ussti'i 

htus oufts lilies assets 

I Private (excludiog banks) 

1 Long term capita) —102 —191 +89 —126 —IS3 +27 —99 

2 Short term capital +01 —0 1 +09 —09 

II Official and banking 
institution 

1 Long term capital 

(а) Official loan 

(б) Bank loans 
(c) Portfol 0 securities 
(</) Amortization 

(e) Other contractual 
repayment 

if) Others 

2 Short term capital 

(a) Payments and clearing 
agreements 

ib) Liabilities to IMF and 
IBRD 

(e) Other liabilit es to 
official and banking 

institutions _142 +14 2 +23 7 —23 7 

(<0 Others +26 —14 I +167 —51 2 —20 1 —31 2 -65 3 

TOTAL —1 9 —364 +346 —71 4 +457 — 173—828 


+9 5 —95 +63 4 —6 34 

— U +40 —53 -01 —17 +16 -02 

—74 —28 —46 —76 —2 3 —5 3 —74 

+ 144 +144 —29 +29 
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MINT IV 

PAYMENTS (CAPITAL ACCOUNT) 
of rupees) 


19S2 



m3 



I9S4 



1955 56 

Vobi 

lilts 

Net 

Assets 

Liobt 

lilies 



Lsab 

hues 

het 

Assets 

^t^s 

Net 

—16 6 

+67 

—102 

—12.2 

+2.0 

— A8 

—94 

+2.6 

—54 

—14 9 

+9 6 

+21 

-2 0 

—01 

—78 

+7 7 

+0 1 

—53 

+54 

—03 

—38 

+35 


+55 3 

-55 3 +1 7 

—17 

+09 

—09 


+25 

—25 

“23 

+21 +08 

-08 +02 

+2 3 

—21 

—03 


-03 

“12 8 

+5 3 —90 —12 0 

+30 —161 

—109 

—52 

—94 

—33 

—61 




—06 

+0 6 




—32 

+32 










—222 

+22 2 


—71 

+71 


—37 4 

+37 4 


—44 

+44 

+154 

—15 4 

+ 12 1 

—12 1 

—304 

—34 8 

+282 

—163 

+44 5 +1 1 

—36 

+47 

+24 5 

+245 

—45 4 

—37 4 

+90 

—50 2 

+59a —21 5 

—33 4 

+ 119 

—91 —14 4 

+23 5 




{Contd) 



981 + £ 6 + 9L+ 
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Statement VI A 

EXPORT OF GUNNY CLOTH AND BAGS TO PRINCIPAL 
COUNTRIES 
(m laLhi of nQtees) 


AreojCountry 

1950 51 

1957-52 1952-53 

1953 54 

1954-55 

7955-56 

Gunny cloth 







1 SucUng area, coun- 
tries 







id) UK 

441 

3.10T 

4S5 

1,063 

1,002 

535 

ib) Australia 

>81 

514 

140 

223 

222 

257 

(c) New Zealand 



43 

34 

61 

61 

2. Other soft currency 







countries 







(?) Esypi 

70 

149 

42 

31 

70 

65 

(b) Uruguay 

32 

213 

132 

119 

145 

146 

(0 Argentina 

3 Dollar countries 

901 

1,666 

668 

1,899 

1.205 

1,047 

(0) USA 

3.009 

5,267 

3,669 

2,563 

2,760 

2 88? 

(b) Canada 

375 

658 

441 

439 

481 

502 

(r; Philippines 

39 

125 

101 

61 

14 

10 

Gunny bags 







1 Sterling area coun 
tries 







la) UK 

156 

1093 

253 

243 

314 

248 

ib) Australia 

1,I70 

2,600 

948 

597 

1,105 

1,119 

(e) Burma 

22} 

8.880 

266 

397 

293 

289 

(d) Nigena 

(e) Kenya Colony, 

107 

389 

278 

153 

256 

206 

Zanzibar and 
Pemba 

153 

343 





2 Other soft currency 







countries 

fj) Egypt 

279 

236 

176 

23 

303 

329 

(6) Chile 

116 

251 





(e) China 
(<0 Peru 

320 

529 

175 

123 

97 

135 

t<) Thailand 

3 Dollar countries 



249 

219 

138 

196 

(o) USA 

16 

IS 

14 

e 

10 

12 

(6) Cuba 

703 

1,125 

747 

405 

456 

423 


Source The Reserve Bank of India, Cuneney end rwance ReporH 
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Statement VI B 

COTTON raCEG^S AND TEA TO 


EXPORTS OF SBntRIES 

(m lakhs of rupees) 




Colton piecegoods 

1 Sterling area coun- 
tries 
(fl)UK 

(6) Malaya 3 

(e) Aden and 

Dependencies 
(di Ceylon 
(#) Nigeria 
(/) Tanganyika 
(l) Kenya Colony. 
Zanzibar and 
Pemba 
(ft) Australia 
(0 Burma 

2 Other soft currency 
countries 
(s) AE Sudan 
lb) Arabia 
(0 Afghanistan 

Tea 


169 300 

386 ^9 

153 242 


263 29\ 


269 

391 

229 


(fl) UK 

(6) Irish Republic 
(e) Australia 
(<0 Kuwait 

2 Other soft cunency 

(a) USSR 
(ft) Iran 
(c) Arabia 
(<f) Netherlands 
(e) A C Sudan 
{/) Chile 
(e) Egypt 

3 Dollar countries 
(a) USA 
(ft) Canada 


6.091 5,523 7.288 


1.0222 

734 

277 


138 IW 

69 

351 412 
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Stxhment VII A 

RETURN ON FOREIGN INVESTMENTS OF 
UK AND US COMPANIES (COMBINED) IN 1953 AND 1955 
(in iaU» of rupees) 


Head 


1953 



1955 


Hex 
foreign 
llaoiiily 
or net 
yforxh 

Profit 

after 

tax 

Per. 

of 

Net 

foreign 

liabilil}' 

Profit 

after 

Per. 

cemage 

of 

Manufacturing 

4,998 

504 

101 

10,797 

1.169 

108 

Trading 

8,262 

604 

Ti 

9,242 

604 

65 

Plantations 

6,324 

l.21g 

19 3 

s.ooo 

946 

n 8 

Others 

2.273 

312 

137 

2,808 

327 

11 6 

All activities 

21,857 

2.638 

121 

30.847 

3,046 

99 


STATeMINf VII B 

RETURN ON INVESTMENTS OF U K AND U S 
COMPANIES (BREAK-UP) IN 19S3 AND 1955 
(tn lakhs of rupees) 




J9S) 



I9SS 


Head 

Net 

foreign 

liabilily 

Profit Per- 
ttftet centage 

Net 

foreign 

habllil) 

Profit 

after 

lax 

Per- 

centage 

re%rn 

UK Companies 







Manufacturing 

4,521 

409 

90 

9,445 

899 

95 

Trading 

6,390 

382 

60 

6,938 

404 

59 

Plantations 

6,324 

1,218 

19 3 

8000 

946 

II 8 

Others 

2,27J 

312 

13 7 

2.808 

326 

11 6 

All activities 

19,506 

2,321 

IJ 9 

27,191 

2,577 

95 

US Companies 







Manufacturing 

477 

95 

199 

I 3S2 

270 

20 0 

Others 

1,874 

222 

118 

2 304 

199 

86 

All activities 

2 331 

317 

13 3 

3,656 

469 

128 






INDEX NUMBERS OF AGRICULTURAL PRODVCTION (B3se«1950) 



Iiul 3 Augusl 19J7 Cunrncy and Financr Reivrt 1957 SS 
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Statemhnt IX 

INDUSTRIAL PRODUCTION 
(Base 1931=100) 



Industry 

Weight 

1954 

1955 

2956 

1957 

I 

Textile manufactures 

48 

1100 

1136 

1199 

1168 


Cotton cloth 

24 

109 5 

109 2 

1152 

1897 


Cotton yarn 

12 

1135 

1173 

122 0 

127 5 


Jute textiles 

12 

1073 

1189 

127 3 

120 5 

2 

Sugar 

4 

974 

1430 

166 5 

1854 

3 

Paper and paper boards 

2 

1177 

140 2 

146 6 

159 8 

4 

Cigarettes 

2 

924 

106 4 

122 6 

134 7 

5 

Coal 

7 

1072 

111 4 

1149 

126 9 

6 

Iron and steel 

6 

113 2 

1133 

1194 

1193 


Finished steel 

4 

1155 

117 1 

124 2 

125 1 


Pig iron and ferro alloys 

2 

107 5 

103 9 

107 3 

1048 

7 

Genera] engineering 

5 

15)9 

183 3 

218 1 

2413 


Hurricane lanterns 

2 

1254 

138 0 

1303 

109 3 


Diesel engines 

02 

1194 

141 0 

165 8 

229 7 

8 

Chemicals A chemical products 4 

141 1 

159 0 

171 1 

181 3 


Soap 

1 

105 5 

1187 

132 1 

133 8 


Matches 

t 

91 5 

106 6 

106 6 

1001 


Sulphuric acid 

02 

141 1 

1554 

154 5 

183 3 

9 

Automobile 

3 

649 

103 7 

144 3 

143 4 

10 

Rubber products 

3 

127 7 

140 2 

151 6 

165 5 


Tyres 

2 

126 3 

1382 

151 4 

170 1 

n 

Electricity generated 

2 

1270 

UI 2 

164 I 

164 9 

12 

Cement 

2 

137 6 

140 4 

144 2 

175 3 

13 

Non fenous metals 

I 

126 5 

123 7 

124 7 

151 7 


Brass 

1 

139 2 

116 I 

120 9 

158 2 

14 

Iron ore 

03 

107 8 

1167 

116 1 

126 8 

IS 

General Index 

100 

1129 

122 1 

1326 

1372 


Source Govi of India MjDistry of Commerce & Industry \fonihly 
Slalislies of the Production of Selected Industries of India 
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STATtMINT X 

DISTRIBUTION OF PLAN OUTLAY BY MAJOR HEADS 
OF DEVELOPMENT 



FirtiFi*e Year 

Seeond Fr 

ir Irnr 



P/an total 

Plan total 

Percent- 


proMsson 

rroMsion 

ate 

Head 





increase 


Re 

Per- 

Ps 

Per 

c-fimer 


CTOrts 

centage 

crates eentage 

2 

I 

2 

J 


5 

6 

I. Agnciiliiire and Community 






Development 

357 

>5 1 


11 S 

59 1 

(n) Agriculture 

241 

10 2 

341 

7 1 


Agricultural 






programmes 






Animal husbandry 

22 

10 

56 

1 I 


Forests 

10 

04 

47 

1 0 


Fisheries 

4 

02 

12 

03 


Cooperation 

7 

03 

47 

10 


Miscellaneous 

1 


9 

02 


{b) National extension an4 






community projects 

90 





(c) Other programmes 

26 

1 1 

2? 

06 


Village panchayatr 

11 

05 

12 

03 


Local deselopment 






»orks 

15 

06 


0 3 


JI /rrifo/ion end Pauer 

561 

2S 1 

913 

190 

1 

Irrigation 

3W 

163 

381 

79 


Poster 

260 

II 1 

427 

89 








projects 

17 

07 

10S 

22 


III Industry and Mining 

179 

76 

S90 

IS5 

X97 2 

Large and medium industries 

14S 

62 

617 

129 


^finetaf deseforment 

f 


7S 

n 


N illage and small industries 

30 

13 

200 

4 1 



I Co^/J ) 
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Statcmekt X 

DISTRIBUTION OF PLAN OUTLAY BY MAJOR HEADS 
OF DEVELOPMENT 

First Fite Year Second Five Year 
Plan total Plan total Percent 

prorlstoa provision age 

Head increase 

Rs Per Rs Per of 4 over 

trotts centage erores centage 2 

I 2 3 4 S 6 

IV Transport and Communications 5il 2)6 1 385 28 9 148 7 

Railways 268 It 4 900 18 8 

Roads 130 5 5 246 5 1 

Road transport 12 0 5 17 0 4 

Ports and harbours 34 1 4 45 0 9 

Shipping 26 I ) 48 10 

Inland water transport 3 0 1 

Civil air transport 24 1 0 43 09 

Other transport 3 0 1 7 0 1 

Posts and telegraph 50 22 63 13 

Other cornmuoicacions 5 OJ 4 0 1 

Broadcastios 5 0 2 9 0 2 

V Social Services 533 22 6 945 19 7 77 3 

Education 169 7 0 307 6 4 

Health 140 5 9 274 5 7 

Housing 49 21 120 2 5 

Welfare of backward classes 32 1 3 91 1 9 

Social welfare 5 02 29 0 6 

Labour and labour welfare 7 03 29 0 6 

Rehabilitation 136 5 8 90 1 9 

Schemes related to educated 

unemployment 5 0 1 

VI Mlseellaneoui 69 3 0 99 2 1 43 5 

TOTAL 2 356 100 0 4 800 lOOO 



MAIN TARGETS OF PRODUCTION AND DEVELOPMENT 






STATEMENTS 
smtemevt xn 

INOrA S OVERALL BALANCE OF 
(in crores of ru(Kc$) 


Head 

1956 S7 
(ReiiseJ) 

/957 SS 
IKeiued) 

1956 59 
[Pre! >fiinor}) 

] Impofis c 1 f 




(a) Private 

804 3 

695 1 

518 6 

(b) Covernrwni 

291 3 

<09 1 

527 9 

Total 

1093 6 

1 204 2 

1W6 3 

2 Cxportsfob 

633 1 

594 7 

576 1 

3 Trade balance 

>-460 5 

—6095 

—470 4 

i Omcial donaitona 

+447 

•*-327 

+40 9 

3 Oiherin>isib}es (/Ki) 

+ 3090 

tJ«>9 

+90 7 

6 Current account (net) 

—306 8 

—475 9 

-338 8 

1 Dron and ommions 

—10 7 

—4 1 

—28 0 

8 OfTciaDoana 

+60 1 

+92 3 

-2167 

9 Other capital tranaaciiona 

+ 361 

+ 127 8 

+ 103 5 

10 Moiemem tn resene* 

—221 3 

—259 9 

-^6 6 
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STAnMENT xni 

INDIA'S BALANCE OF PAYMENTS 
CURRENT ACCOUNT REGION WISE SUMMARY 


A,.. 

im 67 

J9S7SS 

J96S 59 
(Pre/iminory) 

AH areas 

1 IropoTls c 1 f 

lows 

1204 2 

10465 

2 Exports fob 

635 2 

669 1 

576 1 

3 Trade balance 

—464 3 

—535 1 

— S70 4 

4 Official donations 

+395 

+32 7 

+40 9 

5 Other invisibles (neO 

+ 1125 

+ 1009 

+907 

6 Current account (net) 

—312 3 

—SOI 5 

—338 8 

Sierfinf area 

1 Imports c 1 f 

466 5 

449 6 

392 8 

2 Exports fob 

332 6 

298 2 

300 4 

3 Trade balance 

—133 9 

—15)4 

—92 4 

4 Official donations 

+21 

+4 6 

+2 3 

5 Other invisibles (n<0 

+93 9 

+ 72 8 

+53 7 

6 Current account (net) 

—37 9 

—74 0 

—36 4 

Dollar area 

1 Imports c t f 

209 5 

269 8 

246 7 

2 Exports fob 

1210 

192 6 

1W5 

3 Trade balance 

— 8«5 

—77 2 

—142 2 

4 Official donations 

+ 372 

+ 280 

+38 5 

S Other invisibles (neO 

+6 8 

+ U4 

+27 8 

6 Current account (net) 

-445 

—34 8 

—75 9 

OEEC (ounirtes 

1 Imports c i f 

262 3 

299 8 

2162 

2 Exports fob 

626 

57 6 

50 8 

3 Trade balance 

—1997 

—242 2 

—165 4 

4 Official donations 

+01 

+ 0 I 

+0 1 

5 Other invisibles (net) 

-03 

+ 10 

—32 

6 Current account (net) 

—1999 

—241 1 

— 168 5 

Rest of non sierl ng area 

1 Imports c I f 

1612 

185 0 

1908 

2 Exports fob 

1190 

1207 

1204 

3 Trade balance 

—42 2 

—643 

—70 4 

4 Official donations 

5 Other invisibles (net) 

+01 
+ 121 

+ 127 

+ 12 4 

• 6 Current account (net) 

—300 

—51 6 

—58 0 
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